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THE  BOARD 

The  Montana  Board  of  Housing  (the  "Board") ,  created  by  the  Montana 
Housing  Act  of  1975,  as  amended  (the  "Act") ,  is  an  agency  of  the  State 
of  Montana  (the  "State")  and  operates  within  the  Department  of  Commerce 
of  the  State  for  administrative  purposes. 

The  powers  of  the  Board  are  vested  by  the  Act  in  seven  board 
members  who  are  appointed  by  the  Governor,  subject  to  confirmation  by 
the  State  Senate.  The  term  of  office  for  a  majority  of  the  members  of 
the  Board  coincides  with  the  four-year  term  of  the  office  of  the 
Governor;  the  remaining  Board  members  serve  four-year  terms  which 
expire  in  the  middle  of  the  Governor's  term.  The  members  of  the  Board 
elect  a  chairman  and  such  other  officers  as  they  may  determine.  Each 
Board  member  serves  until  his  or  her  successor  is  appointed,  confirmed 
by  the  Senate  and  takes  office. 

The  members  and  officers  of  the  Board,  the  expiration  dates  of 
their  respective  terms  of  office  and  their  occupations  are  set  forth 
below. 


Name 
Joan  Bennett 


Position 

Board  Member  and 
Chairman 


Term 
Expires 
January 

1989 


Bruce  W.  Moerer 


Brad  Walterskirchen 


Michael  J.  Kennedy,  Jr. 


Michael  E.  McKee 


Howard  Rosenleaf 


George  Swords 


Board  Member  and 
Vice  Chairman 

1989 

Board  Member  and 
Secretary 

1991 

Board  Member 

1989 

Board  Member 

1991 

Board  Member 

1991 

Board  Member 

1989 

Occupation 

Vice  President  and 
Secretary  of  Bennett 
Motors;  Member  of 
Neighborhood  Housing 
Services  of  Great 
Falls. 

General  Counsel , 
Montana  School 
Boards  Association, 
Helena. 

President,  Fidelity 
Savings  6e  Loan, 
Great  Falls. 

Member  of  Housing 
Authority  of  Billings . 

President,  First 
Federal  Savings  6e 
Loan,  Hamilton. 

Executive  Director, 
Project  Challenge, 
Kalispell. 

Former  Executive 
Director,  Montana 
Manufactured 
Housing  Associa- 
tion, Billings. 
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THE  STAFF 

RICHARD  KAIN,  Administrator  and  Board  Treasurer,  joined  the  Board 
staff  in  August,  1986.  Mr.  Kain  served  the  Montana  Board  of  Invest- 
ments as  a  Portfolio  Manager  for  thirteen  years.  He  has  a  B.A.  degree 
in  Accounting  from  Carroll  College  and  is  a  Certified  Public  Account- 
ant. 

DAVID  KRAFT  serves  as  Comptroller  of  the  Board  and  has  held  this 
position  since  September,  1980.  Mr.  Kraft  previously  served  as  a 
Fiscal  Officer  of  the  Montana  State  Department  of  Institutions.  He 
has  a  B.S.  degree  in  Accounting  from  Montana  State  University. 

DAVID  J.  HAVILAND,  Single  Family  Program  Officer,  joined  the  Board 
staff  in  April,  1988.  Mr.  Haviland  had  previously  served  as  the  Senior 
Vice  President  with  Pioneer  Federal  Savings  in  Deer  Lodge,  Montana. 

The  Board  is  authorized  a  full-time  staff  of  thirteen  persons 
including  those  named  above,  and  receives  support  services  from  the 
State  Department  of  Commerce.  Additional  personnel  may  be  employed  as 
determined  by  the  Board  in  conjunction  with  the  Department  of  Commerce. 

The  Board's  auditors  are  Junkermier,  Clark,  Campanella,  Stevens, 
P.C.,  independent  certified  public  accountants,  Helena,  Montana,  who 
audit  its  financial  statements  and  perform  other  accounting  services. 
Jackson,  Murdo,  Grant  &  Larsen,  Helena,  Montana,  serve  as  the  Board's 
general  counsel.  Preston,  Thorgrimson,  Ellis  &  Holman,  Spokane  and 
Seattle,  Washington,  serve  as  the  Board's  bond  counsel.  The  Trustees 
are  First  Interstate  Bank  of  Denver,  N.A.,  First  Trust  Company  of 
Montana,  and  Norwest  Bank  Minnesota,  N.A. 

SINGLE  FAMILY  PROGRAMS 

The  Board's  public  purpiose  is  to  provide  decent,  safe,  sanitary 
and  affordable  housing  for  lower  income  individuals  and  families  in  the 
State  of  Montana. 

As  of  June  30,  1988,  the  Board  administered  two  homeownership 
programs  -  the  Single  Family  Bond  Program  and  the  Mortgage  Credit 
Certificate  Program.  The  funds  to  operate  these  programs  are  generated 
through  either  the  sale  of  tax-exempt  bonds,  or  administrative  fees. 
The  Board  receives  no  state  appropriations  to  operate  either  program. 

SINGLE  FAMILY  BOND  PROGRAM: 

The  Board  initiated  its  Single  Family  Program  in  1977  for  the 
purpose  of  improving  the  ability  of  Montana  individuals  and  families 
of  lower  income  to  purchase  homes  within  the  State.  The  Board  issues 
tax-exempt  Mortgage  Revenue  Bonds  to  provide  below  market  rate  home 
mortgage  loan  funds. 
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As  of  June  30,  1988,  the  Board  has  financed  the  Bond  Program  with 
fifteen  issues  of  bonds  secured  under  two  separate  trust  indentures. 
Six  issues  of  bonds  are  secured  by  an  indenture  dated  as  of  March  10, 
1977  (the  "1977  Indenture") .  Nine  issues  are  secured  by  an  indenture 
dated  as  of  August  16,  1979  (the  "1979  Indenture")  .  The  Board  cur- 
rently expects  to  issue  additional  bonds  to  finance  future  Single 
Family  Programs. 

The  Bond  Program  is  primarily  designed  to  assist  first-time  home 
buyers.  In  designated  "targeted  areas,"  the  borrowers  need  not  be 
first  time  purchasers.  Borrowers  must  meet  certain  annual  income  and 
house  price  restrictions,  along  with  federally  imposed  restrictions. 

Until  1985,  the  Board  reserved  available  funds  for  use  by  specific 
lenders.  Currently,  the  Board  makes  commitments  to  purchase  qualified 
mortgage  loans  from  lenders  on  a  first-come,  first-served  basis.  All 
mortgage  loans  which  have  been  purchased  under  the  Bond  Program  have 
been  newly  originated,  twenty-five  or  thirty  year  mortgages.  Mortgage 
loans  are  insured  by  the  Federal  Housing  Administration  (FHA)  or 
guaranteed  by  the  Veteran's  Administration  (VA) . 

Since  the  inception  of  the  Bond  Program,  159  lenders  have  been 
approved  to  originate  mortgage  loans.  Through  June  30,  1988,  a  total 
of  12,965  mortgage  loans  have  been  financed  in  189  communities 
throughout  the  State.  Appendix  A  shows  the  distribution  of  mortgage 
loan  funds  throughout  the  counties  of  Montana. 

RECYCLED  SINGLE  FAMILY  BOND  PROGRAM  FUNDS: 

The  Board  has  financed  additional  mortgage  loans  by  allocating 
recycled  prepayments  and  other  amounts  held  under  the  1977  and  1979 
Indentures . 

Neighborhood  Housing  Services,  Inc.  (NHS)  of  Great  Falls  has 
received  allocations  from  the  Board  in  the  amount  of  $1,750,000.00. 
As  of  June  30,  1988,  the  Board  had  purchased  38  loans  under  this 
allocation.  The  NHS  allocation  has  been  targeted  to  individuals  and 
families  of  lower  income  within  the  original  townsite  of  Great  Falls. 

The  Joint-Venture  for  Affordable  Housing  (JVAH)  Project  was 
allocated  $874,000.00  of  6  7/8%  mortgage  funds  for  19  homesites  in  the 
Hillview  Heights  subdivision  in  Missoula.  The  JVAH  project  incorpo- 
rates innovative  financing  cooperation  between  the  local  government, 
the  builder  and  the  Department  of  Housing  and  Urban  Development,  and 
is  intended  to  primarily  assist  single  parent  families  and  disabled 
people  in  owning  a  home. 

MORTGAGE  CREDIT  CERTIFICATE  PROGRAM: 

This  program  was  implemented  by  the  Board  in  July,  1987,  as 
another  mechanism  to  assist  lower  income  individuals  and  families  in 
the  purchase  of  their  first  home.  With  this  program,  the  Board  issues 
federal  tax  credits  rather  than  providing  mortgage  loan  funds.  The 
Mortgage  Credit  Certificate  Program  benefits  Montana  homebuyers  who 

-3- 


qualify  by  either  reducing  their  federal  tax  liability,  or  by  providing 
more  disposable  income  to  assist  in  making  monthly  mortgage  payments. 
The  tax  credits  are  issued  at  a  uniform  rate  of  20%,  enabling  a  qual- 
ifying borrower  to  change  the  nature  of  20%  of  their  annual  mortgage 
interest  expense  from  an  itemization  to  a  tax  credit  when  they  file 
their  annual  tax  return. 

As  of  June  30,  1988,  the  Board  had  issued  or  reserved 
$6,937,000.00  in  credit  authority  serving  670  Montana  families. 

THE  1977  INDENTURE 

The  Board's  Single  Family  Program  was  begun  in  1977  with  the  sale 
of  the  first  two  series  of  the  six  series  of  Single  Family  Mortgage 
Bonds  (Federally  Insured  or  Guaranteed  Loans)  (the  "Single  Family  I 
Program") ,  which  are  secured  under  the  1977  Indenture,  in  the  aggregate 
initial  principal  amount  of  $130,128,793.15.  As  of  June  30,  1988, 
2,742  mortgage  loans  (of  which,  78  are  from  recycled  prepayments)  have 
been  originated  under  the  1977  Indenture,  in  an  aggregate  initial 
principal  amount  of  $102,430,298.  The  1988  Series  A  Bonds  were  the 
last  bonds  sold  under  the  1977  Indenture  and  the  Board  may  issue 
additional  bonds  under  that  indenture. 

In  conjunction  with  the  initial  use  of  bond  proceeds  under  the 
1977  Indenture,  mortgage  loans  were  financed  which  had  thirty  year 
terms.  At  June  30,  1988,  $3,197,134  of  mortgage  loans  have  been 
financed  with  prepayments;  these  mortgage  loans  had  original  terms  of 
twenty-five  years  ($1,514,930)  and  thirty  years  ($1,682,204). 

MORTGAGE  PORTFOLIO: 


Portfolio  Summary  (as  of  June  30.  1988); 


Original 

Mortgage 

Niomber 

Principal 

Number 

Outstanding 

Loan 

of  Loans 

Balance 

of  Loans 

Principal 

Rate 

Purchased 
990 

Purchased 
$  33,453,429 

Outstandinfc 
798 

Balance 

6.875% 

$23,218,559 

7.125 

633 

20,633,703 

444 

12,330,701 

7.500 

338 

12,415,061 

287 

9,299,693 

8.750 

387 

17,695,721 

385 

17,501,758 

9.125 

394 

18.232.384 

392 

18.070.116 

TOTAL 


2.742 


$102.430.298 


2.306 


$80.420.827 


At  June  30,  1988,  the  percentage  of  the  total  outstanding 
principal  balance  of  mortgage  loans  insured  by  FHA  was  71.98%  and 
guaranteed  by  the  VA  was  28.02%. 
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Prepayments  and  Other  Terminations; 

Mortgage  loans  have  been  prepaid  at  rates  differing  from  those 
originally  assumed  in  the  structured  principal  maturity  schedule  of  the 
bond  issues. 

The  following  table  provides  current  information  concerning  the 
assumed  and  actual  experience  of  prepayments  and  other  terminations  of 
mortgage  loans  held  under  the  1977  Indenture: 


Total  Prepayments 

Recent 

Prepavments 

Since 

Inception 

Assumed 

Received 

10/2/87  to 

7/1/87  to 

10/1/88 

6/30/88 

Assumed 

Received 

Series 

(twelve  months) 

(twelve  months) 

to  10/1/88 

to  6/30/88 

1977A 

$ 

443,814 

$  574,989 

$  4,483,481 

$  5,444,342 

1977B 

790,000 

880,892 

7,115,000 

5,346,087 

1978A 

321,000 

325,186 

2,551,000 

1,656,367 

1987A 

-0- 

97,678 

-0- 

97,678 

1987B-1 

and 

1987B-2 

-0- 

103,476 

-0- 

103,476 

1988A-1 

and 

1988A-2 

-0- 

-0- 

-0- 

-0- 

TOTAL 


$1.554.814 


$1.982.221 


$14.149.481    $12.647.950 


Although  there  are  a  number  of  data  bases  available  which  provide 
a  historical  record  of  the  incidence  of  advance  terminations  for  var- 
ious portfolios  of  mortgage  loans,  it  is  not  possible  to  predict  with 
any  degree  of  accuracy  the  amount  of  prepayments  which  the  Board  will 
experience  in  any  given  period,  due  to  the  variety  of  economic, 
financial  market  and  demographic  factors  which  affect  such  prepayments. 
Pursuant  to  the  industry,  prepayments  include  any  amount  received  or 
recovered  which  is  determined  by  the  Board  to  reduce  or  eliminate  the 
principal  amount  of  a  mortgage  loan,  other  than  scheduled  amortization 
payments  applicable  to  principal  reduction.  Should  prepayments  occur 
in  the  future  at  rates  higher  than  those  assumed  in  establishing  the 
maturities  for  the  above  issues,  the  payment  of  debt  service  on  the 
bonds  may  depend  upon  the  Board's  ability  to  use  the  resulting  funds 
to  purchase  mortgage  loans  or  other  investments  with  yields  sufficient 
to  make  such  debt  service  payments.  If  reinvestment  of  prepayments  in 
mortgage  loans  or  interim  investment  obligations  is  not  feasible,  the 
Board  may  use  the  payments  to  purchase  or  redeem  outstanding  bonds  or 
for  such  other  purposes  as  are  permitted  under  the  1977  Indenture.  To 
the  extent  that  the  Board  continues  to  experience  prepayments  at  rates 
lower  than  those  assumed  in  establishing  the  maturities  for  the  above 
series,  payment  of  debt  service  may  depend  on  the  use  of  funds  in  the 
Mortgage  Reserve  Account  or  Debt  Service  Reserve  Account.  However, 
scheduled  principal  assumed  to  be  retired  through  prepayments  may 
continue  to  be  provided  from  excess  investment  income  or  may  be 
available  due  to  the  receipt  of  additional  mortgage  income  relating  to 
mortgage  loans  remaining  outstanding  which  were  assumed  to  terminate. 
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Del inquencies ; 

Delinquent  Single  Family  I  mortgage  loans,  as  of  June  20,  1988, 
were  as  follows: 

Percentage  of  Total  Loans 


Days  Delinquent         Board         Montana*       National  Average* 

30-59  2.30  2.98  3.20 

60-89  .91  .82  .80 

90  &  over  .56  1.22  .90 
In  Possible 

Foreclosure  .40  2.94  1.03 

♦Statistics  as  of  June  30,  1988  from  the  National  Delincpiency  Survey 
prepared  by  the  Mortgage  Bankers  Association  Economics  Department, 
August  22,  1988.  The  percentages  expressed  are  those  for  all  loans. 
Board  loans  are  FHA  and  VA  loans  only. 

Liquidations  and  Foreclosures; 

As  of  June  30,  1988,  of  the  2,306  outstanding  mortgage  loans  under 
the  1977  Indenture,  twelve  (.5%)  mortgage  loans  had  been  referred  by 
the  Board,  upon  servicer  recommendation,  to  Board  Counsel  for  liquida- 
tion processing  (loans  in-process  will  not  necessarily  lead  to  fore- 
closure) .  At  June  30,  1988,  the  Board  had  one  mortgage  loan  in  the 
principal  amount  of  $22,423.55  in  foreclosure,  all  of  which  had  been 
collected  through  insurance  or  guaranty  payments.  As  of  June  30,  1988, 
the  Board  has  experienced  approximately  $1,700  loss  of  principal  in 
connection  with  liquidation  or  foreclosure  of  mortgage  loans  under  the 
1977  Indenture. 


FISCAL: 

Summary  of  Assets; 

The  following  table  provides  summary  information  with  respect  to 

the  status  of  assets  pledged  under  the  1977  Indenture  as  of  June  30, 
1988; 

Cash  and  investments  $  40,589,313 

Mortgage  loans  receivable  80,045,137 
Interest  receivable 

Mortgage  loans  receivable  597,172 

Investments  397.754 

TOTAL  ASSETS  $121.629.376 
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Summary  of  Bonds  Payable  (in  thousands) 


1977  Series  A: 

Serial  Bonds  (8.0%  to  5.3%)  due  1978-1992 
Term  Bonds  (5.88%)  due  2008 

Less  Premiums ,  Discounts , 
and  Costs  of  Issuance 


1977  Series  B: 

Serial  Bonds  (8.0%  to  5.10%)  due  1978-1992 
Term  Bonds  (5.75%)  due  2008 

Less  Premiums ,  Discounts , 
and  Costs  of  Issuance 


1978  Series  A: 

Serial  Bonds  (8.0%  to  6.10%)  due  1979-1997 
Term  Bonds  (6.4%)  due  2003 
Term  Bonds  (6.5%)  due  2009 

Less  Premiums ,  Discounts , 
and  Costs  of  Issuance 


1987  Series  A: 

Serial  Bonds  (5.3%  to  8.2%)  due  1988-2000 
Term  Bonds  (8.125%)  due  2016 
Term  Bonds  (8.625%)  due  2018 

Less  Premiums ,  Discounts , 
and  Costs  of  Issuance 


1987  Series  B-1  and  B-2: 

Serial  Bonds  (6.25%  to  8.5%)  due  1989-2002 
Term  Bonds  (8.875%)  due  2007 
Term  Bonds  (7.85%)  due  2014 
Term  Bonds  (9.0%)  due  2019 

Less  Premiums,  Discounts, 
and  Costs  of  Issuance 


1988  Series  A-1  and  A-2: 

Serial  Bonds  (5.4%  to  7.6%)  due  1990-2003 
Term  Bonds  (7.25%)  due  2012 
Term  Bonds  (8.5%)  due  2017 
PROFITS  (8.4%)  due  2019 

Less  Unamortized  Premiums,  Discounts, 
and  Costs  of  Issuance 


TOTAL 


Outstanding 

Balance 

Original 

fas  of  June  30) 

Amount 

1987 

1988 

$  10,145 

$  4,150 

$  3,360 

11.325 

11.325 

11.325 

21,470 

15,475 

14,685 

(635) 

r298) 

(280) 

20.835 

15.177 

14.405 

16,310 

6,985 

5,695 

18.750 

18.750 

18.750 

35,060 

25,735 

24,445 

f675) 

(353) 

(332) 

34.385 

25.382 

24.113 

8,565 

5,175 

4,700 

2,305 

2,305 

2,305 

2.730 

2.730 

2.730 

13,600 

10,210 

9,735 

(317) 

a42) 

(131) 

13.283 

10.068 

9.604 

6,400 

6,400 

6,120 

11,220 

11,220 

11,220 

2.380 

2.380 

2.380 

20,000 

20,000 

19,720 

f564^ 

(564) 

(534) 

19.436 

19.436 

19.186 

3,905 

-0- 

3,905 

3,000 

-0- 

3,000 

8,645 

-0- 

8,645 

4.450 

-0- 

4.450 

20,000 

-0- 

20,000 

r451'> 

-0- 

(438) 

19.549 

-0- 

19,562 

4,835 

-0- 

4,835 

5,750 

-0- 

5,750 

7,415 

-0- 

7,415 

1.999 

-0- 

2.016 

19,999 

-0- 

20,016 

(457) 

-0- 

(454) 

19.542 

-0- 

19.562 

$127,030 

$70,063 

$106,431 

Based  on  the  above,  as  of  June  30,  1988,  the  ratio  of  total 
assets  to  total  liabilities  was  1.12222. 
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Summary  of  Revenues.  Expenses,  and  Changes  in  Fund  Balance 
For  the  Year  Ended  June  30.  1988: 

REVENUE 

Interest  income  on  mortgage 

loans  receivable  $  5,047,772 

Interest  income  on  investments  2,414,890 

Fees  517,576 

Investment  gain  (loss)  516 

7.980.754 


EXPENSE 

Interest  5,750,398 

Servicer  fees  249,684 

Amortization  of  bond  issuance  cost  92,731 

General  and  administrative  allocation       216.986 

6.309.799 


EXCESS  REVENUE  1,670,955 

FUND  BALANCES  AT  BEGINNING  OF  YEAR 

Reserved  fund  balances  11,575,771 

Designated  fund  balances  - 

FUND  BALANCES  AT  END  OF  YEAR 

Reserved  fund  balances  $13,246,726 

Designated  fund  balances  - 


.J  ct  a:r&3n6 
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THE  1979  INDENTURE 

Since  1979,  the  Board  has  financed  the  operations  of  the  Single 
Family  Program  principally  through  the  issuance  of  bonds  secured  under 
the  1979  Indenture.  Nine  series  of  bonds  in  the  aggregate  initial 
amount  of  $679,997,006  have  been  issued  to  date  and  the  Board  expects 
that  future  financings  for  the  Single  Family  Program  may  be  issued  and 
secured  under  the  1979  Indenture. 

On  March  20,  1986,  the  Board  adopted  its  Resolution  No.  86-0320- 
Sl  appointing  First  Interstate  Bank  of  Denver,  N.A.,  as  Successor 
Trustee  under  the  1979  Indenture. 

In  conjunction  with  the  initial  use  of  bond  proceeds  under  the 
1979  Indenture,  mortgage  loans  were  financed  which  had  twenty-five  and 
thirty  year  terms.  At  June  30,  1988,  $4,585,396  of  mortgage  loans  have 
been  financed  with  prepayments;  these  mortgage  loans  had  original  terms 
of  thirty  years. 


MORTGAGE  PORTFOLIO: 


Portfolio  Summary  (as  of  June  30.  1988); 


Original 

Mortgage 

Number 

Principal 

Number 

Outstanding 

Loan 

of  Loans 

Balance 

of  Loans 

Principal 

Rate 

Purchased 
2,057 

Purchased 
$  87,984,662 

Outstanding 
1,789 

Balance 

7.750% 

$  69,434,074 

9.750 

3,163 

147,144,073 

2,636 

118,534,699 

9.875 

996 

49,031,607 

732 

33,858,183 

10.000 

2,025 

105,646,878 

1,536 

75,925,129 

10.375 

1,321 

66,484,029 

1,059 

51,061,818 

12.500 

661 

27.842.130 

143 

5.019.811 

TOTAL 


10.223 


$484.133.379 


7.895 


$353.833.714 


At  June  30,  1988,  the  percentage  of  the  total  outstanding 
principal  balance  of  mortgage  loans  insured  by  FHA  was  80.12%  and 
guaranteed  by  the  VA  was  19.88%. 
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Prepayments  and  Other  Terminations; 

The  following  table  provides  current  information  concerning  the 
assumed  and  actual  experience  of  prepayments  and  other  terminations  of 
mortgage  loans  held  under  the  1979  Indenture: 


Total  Prepajnments 

Recent 

Prepayments 

Since 

Inception 

Assumed 

Received 

6/2/87  to 

7/1/87  to 

6/1/88 

6/30/88 

Assumed 

Received 

Series 

(twelve  months') 

(twelve  months) 

to  6/1/88 

to  6/30/88 

1979A 

$2,654,300 

$  2,888,946 

$11,312,300 

$  9,401,573 

1980A 

1,533,000 

2,438,731 

8,578,000 

9,064,949 

1982A 

-0- 

2,323,987 

-0- 

21,634,514 

1983A 

-0- 

1,915,074 

-0- 

7,092,575 

1983B 

-0- 

5,048,003 

-0- 

12,031,611 

1983C 

-0- 

11,173,026 

-0- 

24,203,231 

1984A 

603,157 

5,914,210 

1,552,733 

12,481,817 

1985A 

-0- 

1,729,886 

-0- 

2,687,830 

1985B 

-0- 

1.540.425 
$34,972,288 

-0- 

2.401.957 

TOTAL 

$4,790,457 

$21,433,033 

$101,000,057 

Although  there  are  a  number  of  data  bases  available  which  provide 
a  historical  record  of  the  incidence  of  advance  terminations  for  vari- 
ous portfolios  of  mortgage  loans,  it  is  not  possible  to  predict  with 
any  degree  of  accuracy  the  amount  of  prepayments  which  the  Board  will 
experience  in  any  given  period,  due  to  the  variety  of  economic, 
financial  market  and  demographic  factors  which  affect  such  prepayments. 
Pursuant  to  the  industry,  prepayments  include  any  amount  received  or 
recovered  which  is  determined  by  the  Board  to  reduce  or  eliminate  the 
principal  amount  of  a  mortgage  loan,  other  than  scheduled  amortization 
payments  applicable  to  principal  reduction.  Should  prepayments  con- 
tinue in  the  future  at  rates  higher  than  those  assumed  in  establishing 
the  maturities  for  the  above  issues,  the  payment  of  debt  service  on  the 
bonds  may  depend  upon  the  Board's  ability  to  use  the  resulting  funds 
to  purchase  mortgage  loans  or  other  investments  with  yields  sufficient 
to  make  such  debt  service  payments.  If  reinvestment  of  prepayments  in 
mortgage  loans  or  interim  investment  obligations  is  not  feasible,  the 
Board  may  use  the  payments  to  purchase  or  redeem  outstanding  bonds  or 
for  such  other  purposes  as  are  permitted  under  the  1979  Indenture.  To 
the  extent  that  the  Board  experiences  prepayments  at  rates  lower  than 
those  assumed  in  establishing  the  maturities  for  the  above  series, 
payment  of  debt  service  may  depend  on  the  use  of  funds  in  the  Mortgage 
Reserve  Account  or  Debt  Service  Reserve  Account.  However,  scheduled 
principal  assumed  to  be  retired  through  prepayments  may  be  provided 
from  excess  investment  income  or  may  be  available  due  to  the  receipt 
of  additional  mortgage  income  relating  to  mortgage  loans  remaining  out- 
standing which  were  assumed  to  terminate. 
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Del inguencies : 

Delinquent  Single  Family  II  mortgage  loans,  as  of  June  20,  1988, 
were  as  follows: 

Percentage  of  Total  Loans 


Days  Delinquent  Board  Montana*       National  Average* 


Montana* 

2 

.98 

.82 

1 

.22 

30-59  2.48  2.98  3,20 

60-89  1.39  .82  .80 

90  &  over  1.56  1.22  .90 
In  Possible 

Foreclosure  1.60  2.94  1.03 

♦Statistics  as  of  June  30,  1988  from  the  National  Delinquency  Survey 
prepared  by  the  Mortgage  Bankers  Association  Economics  Department, 
August  22,  1988.  The  percentages  expressed  are  those  for  all  loans. 
Board  loans  are  FHA  and  VA  loans  only. 

Liquidations  and  Foreclosures; 

As  of  June  30,  1988,  of  the  7,895  outstanding  mortgage  loans  under 
the  1979  Indenture,  195  (2.47%)  mortgage  loans  had  been  referred  by  the 
Board,  upon  servicer  recommendation,  to  Board  Counsel  for  liquidation 
processing  (loans  in-process  will  not  necessarily  lead  to  foreclosure) . 
At  June  30,  1988,  the  Board  had  93  mortgage  loans  in  the  principal 
amount  of  $4,654,259  in  foreclosure,  of  which  $3,906,456.89  had  been 
collected  through  insurance  and  guaranty  payments.  As  of  June  30, 
1988,  the  Board  has  experienced  approximately  $29,700  loss  of  principal 
in  connection  with  liquidation  or  foreclosure  of  mortgage  loans  under 
the  1979  Indenture. 

Bond  Calls; 

Because  lenders  did  not  deliver  for  purchase  sufficient  12.5% 
mortgage  loans,  the  Board,  on  June  1,  1983,  called  for  redemption 
$23,190,000  principal  amount  of  its  1982  Series  A  bond  issue  of 
$55,000,000.  The  lack  of  demand  for  the  12.5%  mortgage  money  was 
caused  by  a  substantial  decline  in  mortgage  interest  rates  during  the 
period  from  August  1982  through  April  1983.  As  a  result  of  mortgage 
loan  prepayments,  the  Board,  on  December  1,  1985,  called  $3,105,000 
principal  amount,  and  on  June  1,  1986  called  $2,455,000  principal 
amount  of  the  1982  Series  A  Bonds. 

At  its  May  22,  1986  meeting,  the  Board  determined  to  call,  on 
August  15,  1986,  $33,373,604  principal  amount  of  its  $75,000,000  1985 
Series  B  Bonds  which  provided  for  the  purchase  of  mortgages  with  a 
9.75%  interest  rate.  The  call  was  induced  by  the  non-delivery  of 
mortgage  loans  for  purchase  which,  in  turn,  was  attributable  to  a 
notable  decline  in  interest  rates  beginning  in  late  1985  and  continuing 
into  1986. 

The  1985  Series  B-1  and  Series  B-2  Bonds  were  initially  issued  in 
a  short-term  mode.   The  Series  1985  B-1  Bonds  were  remarketed  on 
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July  1,  1986  for  an  additional  three-month  period.  On  October  1,  1986, 
the  1985  Series  B-1  and  Series  B-2  Bonds  were  redeemed. 

In  November,  1986,  the  Board  passed  a  resolution  directing  staff 
to  utilize  Single  Family  II  prepayments  to  call  bonds.  Since  the 
adoption  of  the  resolution,  the  Board  has  called  bonds  in  the  amounts 
scheduled  below: 

Call  Date  Principal  Amount 

December  1,  1986  $  7,020,000 

January  1,  1987  10,490,000 

April  1,  1987  5,995,000 

June  1,  1987  12,302,629 

October  1,  1987  10,460,000 

December  1,  1987  3,205,000 

June  1,  1988  10,585,000 

August  1,  1988  300.000 

TOTAL:      $  60.357.629 

FISCAL: 

Summary  of  Assets; 

The  following  table  provides  summary  information  with  respect  to 
the  status  of  assets  pledged  under  the  1979  Indenture  as  of  June  30, 
1988: 

Cash  and  investments  $102,487,007 

Mortgage  loans  receivable  349,628,593 

Interest  receivable 

Mortgage  loans  receivable  4,173,973 

Investments  1,957,441 

Due  from  other  funds  271.544 

TOTAL  ASSETS    $458.518.558 
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Summary  of  Bonds  Payable    fin  thousands) 


Original 
Amount 


Outstanding  Balance 
(as   of  June   30) 


1987 


1988 


1979  Series  A: 

Serial  Bonds    (5.10X   to  6.10%)    due   1981-1997 
Term  Bonds    (6.25%)   due   2000 
Term  Bonds    (6.60%)   due   2011 

Less  Unamortized  Premiums ,    Discounts , 
and  Costs  of  Issuance 


$55,270 
10,000 
34.730 

100,000 

(1.699) 
98.301 


$38,915 
10,000 
34.730 
83,645 

(1-031) 
82.614 


$34,640 
10,000 
34.730 
79,370 

(   957) 
78.413 


1980  Series  A: 

Serial  Bonds  (9.0%)  due  1982-2000 
Term  Bonds  (9.0%)  due  2012 

Less  Unamortized  Premiums,  Discounts, 
and  Costs  of  Issuance 


32,600 
17.400 
50,000 

(1.091) 
48.909 


23,705 
17.400 
41,105 

(   980) 
40.125 


21,795 
17.400 
39,195 

(   903) 
38.292 


1982  Series  A: 

Serial  Bonds  (8.5%  to  13.0%)  due  1984-1996 
Term  Bonds  (13.5%)  due  2002 
Term  Bonds  (13.5%)  due  2008 

Less  Unamortized  Premiums ,  Discounts  and 
Costs  of  Issuance 


10,120 
14,005 
30.875 
55,000 

(1.848) 
52.402 


2,535 

5,605 

5.060 

13,200 

(   473) 
12.727 


250 

5,605 

5.060 

10,915 

(   263) 
10.652 


1983  Series  A: 

Serial  Bonds  (5.25%  to  9.50%)  due  1984-1998 
Term  Bonds  (9.75%)  due  2003 
Term  Bonds  (9.875%)  due  2009 

Less  Unamortized  Premiums ,  Discounts , 
and  Costs  of  Issuance 


9,370 

6,810 

13.820 

30,000 

(   982) 
29.018 


7,655 

6,650 

9.895 

24,200 

(   640) 
23.560 


7,185 

6,650 

8.835 

22,670 

(   567) 
22.103 
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1983  Series  B: 

Serial  Bonds  (8.0%  to  9.20%)  due  1991-1996 
Term  Bonds  (9.50%)  due  2003 
Term  Bonds  (9.625%)  due  2009 

Less  Unamortized  Premiums,  Discounts, 
and  Costs  of  Issuance 


1983  Series  C: 

Serial  Bonds  (5.75%  to  9.75%)  due  1984-1996 
Term  Bonds  (10.20%)  due  2002 
Capital  Appreciation  Bonds  due  2010 

Less  Unamortized  Premiums,  Discounts, 
and  Costs  of  Issuance 


1984  Series  A: 

Serial  Bonds  (7.0%  to  10.0%)  due  1986-1998 
Term  Bonds  (10.375%)  due  2004 
Capital  Appreciation  Bonds  due  2005 
Capital  Appreciation  Bonds  due  2010 

Less  Unamortized  Premiums,  Discounts, 
and  Costs  of  Issuance 


1985  Series  A: 

Serial  Bonds  (5.5%  to  9.0%)  due  1986-1998 

Term  Bonds  (8.25%)  due  2007 

Term  Bonds  (8.375%)  due  2010 

Term  Bonds  (9.375%)  due  2015 

Capital  Appreciation  Bonds  (9.25%)  due  2004 

Capital  Appreciation  Bonds  (9.75%)  due  2016 

PROFITS  (9.75%)  due  2013 

Less  Unamortized  Premiums,  Discounts, 
and  Costs  of  Issuance 


Original 

Outstanding 
(as  of  June 

Balance 
!  30) 

Amount 

1987 

1988 

8,770 

8,770 

7,040 

18,170 

18,170 

17,765 

28.060 

22.255 

20.980 

55,000 

49,195 

45,785 

(1.313) 
53.687 

(   921) 
48.274 

(  798) 
44.987 

50 , 040 

42,770 

33,175 

55,710 

46,880 

40,855 

9.248 

13.442 

14.919 

114,998 

103,092 

88,949 

(2.606) 
112.392 

(1.753) 
101.339 

(1.384) 
87.565 

37,360 

33,625 

31,285 

33,795 

31,010 

28,595 

794 

1,077 

1,201 

3.053 

4.167 

4.601 

75,002 

69,879 

65,742 

(1.988) 
73.014 

(1.513) 
68.366 

(1.324) 
64.418 

17,525 

16,500 

15,455 

5,380 

4,760 

3,535 

5,175 

5,175 

5,175 

6,670 

6,670 

6,670 

2,176 

2,566 

2,809 

382 

455 

501 

2.691 

3.202 

3.521 

39,999 

39,328 

37,666 

(1.056) 
38.943 

(  941) 
38.387 

(  855) 
36.811 
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1985  Series  B: 

Serial  Bonds    (5.70%   to   8.0%)    due   1987-1995 

Term  Bonds    (9.25%)    due   2005 

Term  Option  Bonds    (8.90%)   due  2011 

Term  Bonds   (9.375%)    due  2017 

Serial  Capital  Appreciation  Bonds 

(8.90%   to   9.25%)   due   1996-2002 
PROFITS   (9.75%)   due   2013 


Less  Premiums,    Discounts, 
and  Costs  of  Issuance 


TOTAL 


Original 

Outstanding 
(as  of  June 

Balance 
30) 

Amount 

1987 

1988 

19,680 

6,645 

18,655 

21,250 

10,650 

3,680 

10,420 

11,355 

9,690 

3,680 

10,420 

9,975 

4,533 
4.234 

2,883 
2.577 

3,152 
2.834 

74,997 


(      2.326)        L 


157.671 


41,565 


940)        L 


40.625 


39,751 


833) 


38.918 


$664.337  $456.017  $422.159 


Based  on  the  above,    as  of  June   30,    1988,    the  ratio  of  total 
assets  to  total   liabilities  was   1.078300. 
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Summary  of  Revenues.  Expenses,  and  Changes  in  Fund  Balance 
For  the  Year  Ended  June  30.  1988: 

REVENUE 

Interest  income  on  mortgage 

loans  receivable  $  35,917,642 

Interest  income  on  investments  10,009,391 

Fees  237 

Investment  gain  (loss)  2.946.651 

48.873.921 

EXPENSE 

Interest  40,138,423 

Servicer  fees  1,373,664 

Amortization  of  bond  issuance  cost  795,232 

General  and  administrative  allocation   588.653 

42.895.972 

EXCESS  REVENUE  BEFORE 

EXTRAORDINARY  ITEM  5,977,949 

EXTRAORDINARY  ITEM  (467.357) 

EXCESS  REVENUE  5,510,592 

FUND  BALANCES  AT  BEGINNING  OF  YEAR 

Reserved  fund  balances  27,784,440 

Designated  fund  balances  - 

FUND  BALANCES  AT  END  OF  YEAR 

Reserved  fund  balances  $  33,295,032 

Designated  fund  balances  - 


MULTIFAHILY  PROGRAM 

As  of  June  30,  1988,  through  its  various  programs,  the  Board  has 
financed  668  multifamily  housing  units  in  the  State.  The  Board  has 
issued  multifamily  bonds  and  notes  aggregating  an  initial  principal 
amount  of  $24,410,000  in  four  series  consisting  of  three  parity  issues 
under  the  Board's  1978  Multifamily  Indenture  and  one  construction  loan 
note  under  a  1980  indenture.  All  Mortgage  or  Construction  Loans 
financed  under  the  Multifamily  Program  are  or  were  insured  by  FHA. 
Bond  and  note  proceeds  were  used  to  provide  construction  financing  and 
to  purchase  permanent  multifamily  mortgage  loans  in  the  State  for 
persons  and  families  of  lower  income. 
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All  multifamily  projects  of  the  Board  are  insured  by  the  Federal 
Housing  Administration  of  the  U.S.  Department  of  Housing  and  Urban 
Development  and  100%  of  the  occupants  of  these  projects  receive  rent 
subsidies  under  the  HUD  Section  8  program. 

The  loan  management  branch  of  the  Housing  Management  Division  of 
HUD  requires  an  annual  audit  by  an  independent  C.P.A.  on  all  project 
loans  insured  by  the  FHA.  This  audit  encompasses  all  aspects  of 
mortgage  debt  including,  but  not  limited  to  cash  inflow  and  outflow, 
escrow  accounts,  reserves  for  replacement  and  surplus  cash.  In  addi- 
tion, FHA  requires  an  annual  report  of  occupancy  under  the  terms  of 
the  Annual  Contributions  Contract  for  all  Section  8  assisted  projects. 

The  Board  is  furnished  a  monthly  report  by  each  Servicer  that 
shows  the  status  of  each  project  loan  including  the  respective  escrow 
account  levels. 

Miles  Building  Rehabilitation  Project.  Livingston,  Montana.  The 
construction  financing  for  the  Miles  Building  Apartments  in  Livingston, 
Montana  was  provided,  in  part,  from  unspent  bond  proceeds  from  the  1979 
issue  of  multifamily  bonds,  the  available  proceeds  from  the  1980  issue 
of  Construction  Loan  Notes,  and  in  part  from  excess  earnings  in  the 
1978  Multifamily  Indenture.  The  long  term  financing  for  this  project 
was  provided  by  Federal  National  Mortgage  Association. 

Cut  Bank  Hotel  Project.  Cut  Bank.  Montana.  The  construction 
financing  and  long-term  financing  for  the  Cut  Bank  Hotel  in  Cut  Bank, 
Montana  was  provided  from  excess  earnings  in  the  1978  Multifamily 
Indenture. 

Delinquencies  and  Liquidations; 

There  have  been  no  significant  delinquencies  of  the  mortgage  loans 
under  the  Multifamily  Program. 

For  a  period  of  time  during  late  1979  and  1980,  the  Crestwood  Inn 
project  was  delinquent  in  its  mortgage  payments.  During  that  period 
the  Board  took  steps  to  effect  a  change  in  ownership  to  improve  the 
management  of  this  facility  and  to  convert  the  mortgage  insurance  from 
Section  231  to  Section  221(d) (4) .  With  the  change  of  ownership,  the 
loan  was  brought  current  and  has  been  current  since  then. 

Conduit  Financing; 

On  October  1,  1985,  under  an  Indenture  of  Trust  dated  October  1, 
1985,  the  Board  issued  its  "Montana  Board  of  Housing  Multifamily 
Housing  Revenue  Bonds  (Cowdrey  Project)"  (the  "Bonds")  in  the  principal 
amount  of  $800,000.  In  this  transaction,  the  Board  acted  only  as  a 
conduit  and  the  Bonds  are  not  general  obligations  of  the  Board,  but  are 
special  obligations  payable  solely  from  funds  held  thereunder  by  the 
Trustee. 

Initially,  the  Indenture  of  Trust,  the  Official  Statement,  and 
the  Bonds  did  not  contain  certain  language  which  specified  that  the 
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Board  had  assigned  its  obligations  under  the  Indenture  of  Trust  to  the 
First  Trust  Company  of  Montana,  as  Trustee  (the  "Trustee")  and  that  the 
Trustee  had  assumed  such  obligations,  including  the  obligation  to 
create,  collect  and  administer  funds,  accounts  or  money,  and  to 
exercise  or  otherwise  enforce  all  rights,  remedies,  responsibilities 
and  obligations  of  the  Board  under  the  Indenture  of  Trust. 

Subsequently,  the  Indenture  of  Trust  and  the  Official  Statement 
were  amended  and  new  Bonds  were  issued,  and  the  Board  has  been  advised 
by  the  law  firm  which  acted  as  bond  counsel  and  underwriter's  counsel 
for  the  project  that  the  revised  language  was  incorporated  in  the 
amended  documents  and  that  the  Bonds  are  payable  solely  from  funds  held 
under  the  Indenture  of  Trust. 

Bond  Counsel  to  the  Board  issued  an  approving  legal  opinion  on 
said  revisions. 

FISCAL: 

Summary  of  Assets: 

The  following  table  provides  summary  information  with  respect  to 
the  status  of  assets  pledged  under  the  Multifamily  Indenture  as  of 
June  30,  1988: 

Cash  and  investments  $  4,214,029 

Mortgage  loans  receivable  13,402,288 
Interest  receivable 

Mortgage  loans  receivable  79,493 

Investments  74.571 

TOTAL  ASSETS    Sl7.770.381 
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SummarY  of  Bonds  Payable    (in  thousands) : 


Original 
Amount 


Outstanding  Balance 
(as  of  June   30) 


1987 


1988 


1978  Series  A: 

Term  Bonds    (6.125X)    due   2019 
Less  Unamortized  Costs   of 

Issuance  and  Bond  Premium 


$  4,865 

(45) 
4.820 


$  4,675 

(25) 
4.650 


$  4,640 

(23) 
4.617 


1979  Series  A: 

Serial  Bonds    (5.4%   to   6.4%)   due   1980-1999 
Term  Bonds    (6.875%)    due   2021 

Less  Unamortized  Costs  of  Issuance 


1,625 
7.035 
8,660 
(255) 
8.405 


1,230 
7.035 
8,265 
(189) 
8.076 


1,165 
7.035 
8,200 
(181) 
8.019 


1982  Series  A: 

Term  Bonds  (12.750%)  due  2023 
Less  Unamortized  Costs  of 

Issuance  and  Bond  Discount 


TOTAL 


1,945 

(142) 
1.803 

$15.028 


1.940 


(121) 
1.819 

$14.545 


1,935 

(117) 
1.818 

$14.454 


1980  Series  A  Construction  Loan  Notes: 
Construction  Loan  Notes  (8.15%) 


$  8.940 


NA 


NA 


Based  on  the  above,  as  of  June  30,  1988,  the  ratio  of  total 
assets  to  total  liabilities  was  1.181090. 
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Summary  of  Revenues.  Expenses,  and  Changes  in  Fund  Balance 
For  the  Year  Ended  June  30.  1988: 

REVENUE 

Interest  income  on  mortgage 

loans  receivable  $  1,086,735 

Interest  income  on  investments  302,881 

Investment  gain  (loss)  (203) 

1.389.413 


EXPENSE 

Interest  1,085,010 

Servicer  fees  17,100 

Amortization  of  bond  issuance  cost  15,712 

General  and  administrative  allocation        22 .903 

1.140.725 


EXCESS  REVENUE  248,688 

FUND  BALANCES  AT  BEGINNING  OF  YEAR 

Reserved  fund  balances  2,475,947 

Designated  fund  balances  - 

FUND  BALANCES  AT  END  OF  YEAR 

Reserved  fund  balances  $  2,724,635 

Designated  fund  balances  - 


LOW  INCOME  HOUSING  TAX  CREDIT  PROGRAM 

In  November  of  1987,  the  Board  implemented  this  program,  which  is 
intended  to  promote  the  retention  of  existing  and  the  provision  of  new 
low  income  rental  housing  through  the  use  of  federal  tax  credits. 

The  Tax  Reform  Act  of  1986  established  the  Low  Income  Housing  Tax 
Credit  as  a  replacement  for  previous  federal  tax  incentives  for 
investing  in  low  income  housing.  The  credit  offers  a  straight  dollar- 
for-dollar  reduction  in  tax  liability  to  owners  and  investors  in 
eligible  housing  projects.  The  Board  has  approximately  $1,000,000  in 
tax  credits  available  annually  in  1987,  1988  and  1989,  for  allocation 
to  qualifying  projects. 

Through  the  credit,  developers  and  owners  of  qualified  housing 
receive  a  tax  credit  each  year  for  10  years,  based  on  the  number  of 
housing  units  provided  to  qualified  low-income  individuals  and  fam- 
ilies. To  qualify  for  the  credits,  either  20  percent  of  a  project's 
units  must  be  occupied  by  households  with  incomes  at  50  percent  or  less 
of  the  median  income,  or  40  percent  of  its  units  must  be  occupied  by 
households  with  incomes  at  60  percent  or  less  of  the  median  income. 
The  limits  are  adjusted  for  household  size.  Gross  rents  charged  for 
low  income  units,  including  all  utilities,  cannot  be  greater  than  30 
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percent  of  the  qualifying  income  for  each  household  size.   Low  income 
occupancy  and  rent  restrictions  must  be  maintained  for  15  years. 

As  of  June  30,  1988,  the  Board  has  allocated  $623,000  of  low 
income  housing  tax  credits  to  eight  qualifying  projects  in  the  state, 
which  contain  180  units  of  low  income  rental  housing. 

OPERATIONS 

The  Board  utilizes  computer-based  mortgage  portfolio  accounting 
and  control  systems  which  enable  it  to:  (i)  monitor  servicers  in  the 
performance  of  their  functions;  (ii)  provide  detailed  accounting 
information;  and  (iii)  profile  the  portfolios  in  various  ways  to  obtain 
information  for  internal  analysis  on  mortgage  loans,  mortgagors  and 
properties. 

The  Board  contracts  with  Application  Oriented  Designs,  Inc., 
Miami,  Florida,  to  provide  it  with  mortgage  and  general  ledger 
accounting  systems,  on  an  in-house  computer.  These  systems  replaced 
the  previous  computer  operations  and  have  significantly  enhanced  the 
Board's  ability  to  efficiently  monitor  its  mortgage  portfolios  and  its 
fiscal  operations. 

Following  is  a  combined  summary  of  revenues  and  expenses  for  all 
funds  for  the  years  ended  June  30,  1988  and  1987.  Certain  amounts 
shown  as  Fund  Balances  are  held  in  accounts  under  separate  indentures 
of  the  Board  and  may  not  be  withdrawn  from  such  accounts  unless  certain 
asset  and  cash  flow  tests  and  reserve  requirements  under  such  inden- 
tures are  met.  This  summary  should  be  read  in  conjunction  with  the 
complete  financial  statements  of  the  Board,  which  present  the  indi- 
vidual Fund  Balances  under  each  of  the  Board's  indentures  and  are 
included  in  Appendix  B. 
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SUMMARY  OF  REVENUES.  EXPENSES.  AND  CHANGES  IN  FUND  BALANCE 
(ALL  PROGRAMS) ; 

COMBINED  TOTALS 
For  the  Year  Ending  June  30. 
1988  1987 

REVENUE 

Interest  income  on  mortgage 

loans  receivable  $42,052,149     $44,473,086 

Interest  income  on  investments  12,833,350      13,139,076 
Fees  575,603  62,406 

Investment  gain  (loss)  2,946,964         898,436 

Other  revenue  r_     630 

58.408.066       58.573.634 

EXPENSE 

Interest  46,973,831  50,015,588 

Servicer  fees  1,640,448  1,809,097 
Amortization  of 

bond  issuance  cost  903,675  1,158,453 

General  and  administrative  894.279  1.053 .729 

50.412.233  54.036.867 

EXCESS  REVENUE  BEFORE 

EXTRAORDINARY  ITEM  7,995,833        4,536,767 

EXTRAORDINARY  ITEM  (467.357)       (1.404.143) 

EXCESS  REVENUE  7,528,476        3,132,624 

FUND  BALANCES  AT  BEGINNING  OF  YEAR 

Reserved  fund  balances  41,83  6,158      38,781,668 

Designated  fund  balances         1.411.026       1.332 .892 

FUND  BALANCES  AT  END  OF  YEAR 

Reserved  fund  balances         $49,266,393     $41,836,158 
Designated  fund  balances         1.509.267     $  1.411.026 

LEGAL  MATTERS 

In  the  opinion  of  the  Board's  general  counsel,  there  is  no  liti- 
gation pending  that  questions  the  validity  of  any  of  the  Board's  bonds 
or  the  power  and  authority  of  the  Board  to  issue  its  bonds.  There  is 
no  litigation  pending  which  would  materially  affect  the  finances  of  the 
Board  or  affect  the  Board's  ability  to  meet  the  debt  service 
requirement  on  its  bonds. 
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RATINGS 

The  Bonds  of  the  Board  are  rated  by  Moody's  Investors  Service  Inc. 
and  Standard  &  Poor's  Corporation.  The  ratings  reflect  only  the  views 
of  the  rating  agencies  and  an  explanation  of  the  significance  of  the 
ratings  may  be  obtained  from  the  rating  agencies.  There  is  no  assur- 
ance that  the  ratings  will  be  retained  for  any  given  period  of  time  or 
that  the  ratings  will  not  be  revised  downward  or  withdrawn  entirely  by 
the  rating  agencies  if,  in  their  judgment,  circumstances  so  warrant. 
Any  such  downward  revision  or  withdrawal  of  its  ratings  would  be  likely 
to  have  an  adverse  effect  on  the  market  price  of  the  Board's  bonds. 
The  Board's  bonds  have  never  been  downgraded  and  continue  to  carry  the 
same  ratings  they  have  had  since  their  original  issuance.  These 
ratings  are  as  follows: 


SINGLE  FAMILY  MORTGAGE  BONDS 

1977  Series  A 

1977  Series  B 

1978  Series  A 
1987  Series  A 

1987  Series  B 
1987  Series  B-1 

1987  Series  B-2 

1988  Series  A 

1988  Series  A-1 
1988  Series  A-2 


Moody ' s 

Investors 

Service 

Standard 
&  Poor's 
Corporation 

Aa 
Aa 
Aa 
Aa 

AA 
AA 
AA 
AA 

Aa 
Aa/NR 

AA 
AA/NR 

Aa 

Aa 

AA 
AA 

SINGLE  FAMILY  PROGRAM  BONDS 


1979 

Series 

A 

1980 

Series 

A 

1982 

Series 

A 

1983 

Series 

A 

1983 

Series 

B 

1983 

Series 

C 

1984 

Series 

A 

1985 

Series 

A 

1985 

Series 

B 

Aa 
Aa 
Aa 
Aa 
Aa 
Aa 
Aa 
Aa 
Aa 


AA 
AA 

AA 
AA 
AA 
AA 
AA 
AA 
AA 


MULTI FAMILY  MORTGAGE  BONDS 


1978  Series  A 

1979  Series  A 
1982  Series  A 


Aa 
Aa 
Aa 


non-rated 
non-rated 
non-rated 
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ADDITIONAL  INFORMATION 

This  Annual  Information  Statement  is  submitted  for  the  purpose  of 
providing  information  relative  to  the  Board.  Any  statements  in  this 
Annual  Information  Statement  involving  matters  of  opinion,  whether  or 
not  expressly  so  stated,  are  intended  as  such  and  not  as  representa- 
tions of  fact.  This  Annual  Information  Statement  is  not  to  be  con- 
strued as  a  contract  or  agreement  between  the  Board  and  the  purchasers 
or  holders  of  any  of  its  bonds. 

FINANCIAL  STATEMENTS 

,!   f 

Included  in  Appendix  B  are  the  audited  financial  statements  of 
the  Board  as  of  and  for  the  year  ended  June  30,  1988,  together  with 
the  report  thereon  dated  September  16,  1988  of  Junkermier,  Clark, 
Campanella,  Stevens,  P.C.  Such  audited  statements  have  been  included 
herein  in  reliance  on  the  report  of  such  firm  as  experts  in  auditing 
and  accounting. 


MONTANA  BOARD  OF  HOUSING 


By: 


r<i^n 


Bennett,  Chairman 


As  of  October  1,  1988 
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APPENDIX  B 


MONTANA  BOARD  OF  HOUSING 

Report  on  Examination 
of  Financial  Statements 

Year  Ended  June  30,  1988 


MONTANA  BOARD  OF  HOUSING 
AUDITED  FINANCIAL  STATEMENTS 
June  30,  1988 


JUNKERMIER,  CLARK,  CAMPANELLA,  STEVENS   P.C, 
Certified  Public  Accountants 


MONTANA  BOARD  OF  HOUSING 
CONTENTS 


AUDITED  FINANCIAL  STATEMENTS  PAGE 

Accountants '  report  3 

Balance  sheets  4-5 

statements  of  revenue,  expense  and 

changes  in  fund  balances  6-7 

statements  of  changes  in  financial  position  8-9 

Notes  to  financial  statements  10-25 


Ward  F.  Junkermier 
George  L.  Campanella 
Stone  E.  Paulson,  Jr. 
Rick  A.  Frost 
Robert  E.  Nebel 
Josepti  F.  Stievlin 
Ronald  A.  Taylor 
Kent  A.  Borglum 
Terry  L.  Alborn 
Bill  Eidel 
Walter  J.  Kero 
Rot)ert  C.  Loewen 


Junkermier,  Clark,  Campanella,  Stevens     PC 

Certified  Public  Accountants 
Montana  Club  Building  •  P.  O.  Box  1164  •  Helena,  Montana  59624  •  (406)  442-6901 


OFFICES 

600  Central  Plaza.  Suite  208 
Great  Falls.  Montana  59401 
406-76 1-2820 

607  South  West  Higgins  Avenue 
Missoula,  Montana  59801 
406-549-4148 


Board  of  Directors 
Montana  Board  of  Housing 
Helena,  Montana 


We  have  audited  the  accompanying  balance  sheets  of  Montana 
Board  of  Housing  as  of  June  30,  1988  and  the  related 
statements  of  revenue,  expense  and  changes  in  fund 
balances,  and  changes  in  financial  position  for  the  year 
then  ended.  These  financial  statements  are  the  responsi- 
bility of  the  Board's  management.  Our  responsibility  is 
to  express  an  opinion  on  these  financial  statements  based 
on  our  audit.  The  financial  statements  of  Montana  Board 
of  Housing  as  of  June  30,  1987  were  audited  by  other 
auditors  whose  report  dated  August  28,  1987,  expressed  an 
unqualified  opinion  on  those  statements.  The  1987 
financial  statement  totals  were  taken  from  those  1987 
audited  financial  statements  and  are  presented  for 
comparative  purposes  only. 

We  conducted  our  audit  in  accordance  with  generally 
accepted  auditing  standards.  Those  standards  require  that 
we  plan  and  perform  the  audit  to  obtain  reasonable 
assurance  about  whether  the  financial  statements  are  free 
of  material  misstatement.  An  audit  includes  examining,  on 
a  test  basis,  evidence  supporting  the  amounts  and  disclo- 
sures in  the  financial  statements.  An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant 
estimates  made  by  management,  as  well  as  evaluating  the 
overall  financial  statement  presentation.  We  believe  that 
our  audit  provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above 
present  fairly,  in  all  material  respects,  the  financial 
position  of  Montana  Board  of  Housing  as  of  June  30,  1988 
and  the  results  of  its  operations,  and  changes  in  finan- 
cial position  for  the  year  then  ended  in  conformity  with 
generally  accepted  accounting  principles. 


Helena,  Montana 
September  16,  1988 
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MONTANA  BOARD  OF  HOUSING 
BALANCE  SHEETS 
June  30,  1988 


ASSETS 
ASSETS 

Cash  and  investments 
Mortgage  loans  receivable 
Interest  receivable 

Mortgage  loans  receivable 

Investments 
Due  from  other  funds 
Fixed  assets,  net  of  accumulated 

depreciation  of  $76,227 

Totals 

LIABILITIES  AND  FUND  BALANCES 

LIABILITIES 

Accounts  payable 

Accrued  interest  on  bonds  payable 

Due  to  other  funds     /'! 

Bonds  payable  -  net 


FUND  BALANCES 

Reserved  fund  balances 
Designated  fWH^  ^^l^^hpfS 


Single  Family 

I  Mortgage 
Program  Funds 


$  40,589,313 
80,045,137 


597,172 
397,754 


Totals 


$121.629.376 


$      82,328 

1,773,827 

95,067 

106.431.428 

108.382.650 


13,246,726 

13.246.726 
$121.629.376 


Single  Family 

II  Mortgage 
Program  Funds 


$102,487,007 
349,628,593 

4,173,973 

1,957,441 

271,544 


$458.518.558 


$     166,381 
2,898,552 

422.158.593 

425.223.526 


33,295,032 

33.295.032 
$458.518.558 


See  the  accompanying  accountants*  report  and  the  notes, 
which  are  an  integral  part  of  these  financial  statements. 
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MONTANA  BOARD  OF  HOUSING 
BALANCE  SHEETS 
June  30,  1988 


Multifaitiily 
Mortgage 
Program  Funds 


Bondholder 
Reserve 

Funds 


Financial 

Program 

Funds 


Memorandum  Only 
Combined  Totals 


1988 


1987 


$   4,214,029 
13,402,288 

79,493 
74,571 


$   1,401,889   $ 


59,092 


84,453   $148,776,691   $134,701,350 
443,076,018    446,695,462 


1,251 


4,850,638 

2,490,109 

271,544 


4,841,334 

2,560,477 

143,291 


$  17.770.381    $   1.460.981   ^ 


85.599 


85.599 


115.723 


171.303   $599.550.599   $589.057.637 


453,969 

137,359 

14.454.418 

15.045.746 


83,899 
39,118 


$     332,608 

5,126,348 

271,544 

543.044.439 


1     548,925 

4,492,946 

143,291 

540.625.291 


123.017    548.774.939    545.810.453 


2,724,635 


1.460.981 


48.286 


49,266,393 
1.509.267 


41,836,158 
1.411.026 


2.724.635 


1.460.981 


$  17.770.381    $   1.460.981   1. 


48.286 


50.775.660 


43.247.184 


171.303   $599.550.599   $589.057.637 


See  the  accompanying  accountants'  report  and  the  notes, 
which  are  an  integral  part  of  these  financial  statements. 
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MONTANA  BOARD  OF  HOUSING 
STATEMENTS  OF  REVENUE,  EXPENSE  AND  CHANGES  IN  FUND  BALANCES 

Year  Ended  June  30,  1988 


REVENUE 

Interest  income  on  mortgage 

loans  receivable 
Interest  income  on  investments 
Fees 

Investment  gain  (loss) 
Other  revenue 


EXPENSE 

Interest 
Servicer  fees 

Amortization  of  bond  issuance  cost 
General  and  administrative 
General  and  administrative 
allocation 


EXCESS  REVENUE  BEFORE  EXTRAORDINARY 
ITEM 

EXTRAORDINARY  ITEM 

EXCESS  REVENUE 

FUND  BALANCES  AT  BEGINNING  OF  YEAR 
Reserved  fund  balances 
Designated  fund  balances 

FUND  BALANCES  AT  END  OF  YEAR 
Reserved  fund  balances 
Designated  fund  balances 


Single  Family 

I  Mortgage 
Program  Funds 


$   5,047,772 

2,414,890 

517,576 

516 


7.980.754 


5,750,398 

249,684 

92,731 


216.986 
6.309.799 
1,670,955 


1,670,955 
11,575,771 

$  13,246,726 


Single  Family 

II  Mortgage 
Procfram  Funds 


$  35,917,642 

10,009,391 

237 

2,946,651 


48.873.921 


40,138,423 

1,373,664 

795,232 


588.653 
42.895.972 
5,977,949 
(467.357) 


5,510,592 


27,784,440 


$  33,295,032 


See  the  accompanying  accountants'  report  and  the  notes, 
which  are  an  integral  part  of  these  financial  statements, 
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MONTANA  BOARD  OF  HOUSING 
STATEMENTS  OF  REVENUE,  EXPENSE  AND  CHANGES  IN  FUND  BALANCES 

Year  Ended  June  30,  1988 


Multifamily 
Mortgage 

Bondholder 
Reserve 
Funds 

Financial 

Program 

Funds 

Memorandum  Only 
Combined  Totals 

Program  Funds 

1988 

1987 

$   1,086,735 
302,881 

(203) 

$ 

104,094 

$ 

2,094 
57,790 

$  42,052,149 

12,833,350 

575,603 

2,946,964 

$ 

44,473,086 

13,139,076 

62,406 

898,436 

630 

1.389.413 

1,085,010 
17,100 
15,712 

22.903 

104.094 

13,742 
18.530 
32.272 
71,822 

59.884 

880,537 
r847.072^ 
33.465 
26,419 

58.408.066 

46,973,831 

1,640,448 

903,675 

894,279 

50.412.233 
7,995,833 

M67.357) 
7,528,476 

41,836,158 
1.411.026 

$  49,266,393 
1.509.267 

58.573.634 

50,015,588 
1,809,097 
1,158,453 
1,053,729 

1.140.725 
248,688 

$ 

54.036.867 
4,536,767 
ri. 404. 143) 

248,688 
2,475,947 

71,822 

1.389.159 

$ 

1.460.981 

26,419 

21.867 

$ 

48.286 

3,132,624 

38,781,668 
1.332.892 

$   2,724,635 

41,836,158 
1.411.026 

See  the  accompanying  accountants'  report  and  the  notes, 
which  are  an  integral  part  of  these  financial  statements. 
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MONTANA  BOARD  OF  HOUSING 

STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 

Year  ended  June  30,  1988 


SOURCES  OF  CASH  AND  INVESTMENTS 
Provided  from  operations: 
Excess  revenue  before 

extraordinary  item  ^ 

Add  (deduct)  non  cash  items: 

Amortization  of  bond  premiums, 

discounts,  issuance  cost  and 

mortgage  discounts  -  net 
Depreciation 
(Increase)  decrease  in 

interest  receivable: 

Mortgage  loans  receivable 

Investments 
Increase  (decrease)  in  accounts 

payable 
Increase  (decrease)  in  accrued 

interest  on  bonds  payable 
(Increase)  decrease  in  due  from 

other  funds 
Increase  (decrease)  in  due  to 

other  funds 
Cash  and  investments  provided 

(used)  from  operations  before 

extraordinary  item 

Extraordinary  item 

Cash  provided  (used)  from 
operations 
Mortgage  loan  receivable  payments: 
Scheduled 
Prepaid 
Proceeds  from  bond  sales 


USES  OF  CASH  AND  INVESTMENTS 
Retirement  of  bonds 

Purchase  of  mortgage  loans  receivable 
Bond  issuance  cost  paid 

Increase  (decrease)  in  cash  and 
investments 

Cash  and  investments  beginning 
of  year 

CASH  AND  INVESTMENTS  END  OF  YEAR 


Single  Family 

I  Mortgage 
Procfram  Funds 


1,670,955 

108,596 

(278,687) 
(73,924) 

14,886 

913,687 

65,595 

95.067 

2,516,175 


2,516,175 

1,246,454 

1,877,601 

39.961.543 

45.601.773 


2,835,000 

36,746,390 

952.758 

40.534.148 
5,067,625 


Single  Family 

II  Mortgage 
Program  Funds 


5,977,949 

3,889,470 

258,027 
190,044 

30,796 

(278,030) 

(271,544) 

(28.834) 

9,767,878 
(467.357) 

9,300,521 

5,031,902 
34,571,202 

48.903.625 

38,395,000 
1,801,060 

40.196.060 
8,707,565 


35.521.688 
$   40.589.313 


93.779.442 
$102.487.007 


See  the  accompanying  accountants'  report  and  the  notes, 
which  are  an  integral  part  of  these  financial  statements. 
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MONTANA  BOARD  OF  HOUSING 

STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 

Year  ended  June  30,  1988 


Multifamily 
Mortgage 
Program  Funds 


Bondholder 
Reserve 
Funds 


Financial 

Program 

Funds 


Memorandum  Only 
Combined  Totals 


1988 


1987 


248,688 


71,822   $ 


26,419   $   7,995,833   $   4,536,767 


13,942 


30,123 


4,012,008 
30,123 


5,080,046 
30,898 


11,356 
6,427 


(2,255) 


22.902 


(51,084) 


(1,093) 
(179,917) 

77,696 
39.118 


(9,304) 
70,370 

(134,235) 
633,402 

(128,253) 
128.253 


(128,762) 
1,990,788 

184,300 

(3,280,796) 

217,417 

(217.417) 


301,060 


20,738 


(7,654) 


12,598,197 
(467.357) 


8,413,241 
(1.404.143) 


301,060 
91,007 


392.067 


20,738 


20.738 


(7,654)    12,130,840 


6,369,363 
36,448,803 
39.961.543 

94.910.549 


(7,654) 


7,009,098 

6,181,028 
46,891,729 
19.965.218 

80.047.073 


105,000 


105.000 


287,067 


20,738 


(7,654) 


41,335,000 

38,547,450 

952.758 

80.835.208 
14,075,341 


170,029,023 

13,057,464 

671.158 

183.757.645 
(103,710,572) 


3.926.962 


1.381.151 


$   4.214.029   $    1.401.889   S_ 


92.107    134.701.350    238.411.922 


84.453   $148.776.691   $134.701.350 


See  the  accompanying  accountants'  report  and  the  notes, 
which  are  an  integral  part  of  these  financial  statements. 
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MONTANA  BOARD  OF  HOUSING 
NOTES  TO  FINANCIAL  STATEMENTS 
June  30,  1988 


SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Organization: 

The  Montana  Board  of  Housing  is  a  quasi-judicial  board  created 
in  1975  by  the  Legislative  Assembly  of  the  State  of  Montana  to 
facilitate  the  availability  of  decent,  safe  and  sanitary 
housing  to  persons  and  families  of  lower  income.  The  Board  is 
authorized  to  issue  negotiable  notes  and  bonds  to  fulfill  its 
purposes.  The  total  amount  of  notes  and  bonds  outstanding  at 
any  one  time  may  not  exceed  $975,000,000.  The  discount  price 
of  bonds  sold,  not  the  face  amount  of  the  bonds,  counts 
against  this  statutory  ceiling.  Neither  the  faith  and  credit 
nor  taxing  power  of  the  State  of  Montana  may  be  pledged  to  the 
payment  of  amounts  so  issued.  The  Board  of  Housing  is  attach- 
ed to  the  Department  of  Commerce  for  administrative  purposes. 

Basis  of  Accounting: 

The  Board  utilizes  the  accrual  basis  of  accounting  wherein 
revenue  is  recognized  when  earned  and  expense  when  incurred. 

Fund  Accounting: 

To  ensure  observance  of  limitations  and  restrictions  placed  on 
the  use  of  resources  by  the  trust  indentures,  the  accompanying 
financial  statements  are  presented  in  accordance  with  the 
principles  of  fund  accounting.  This  is  the  procedure  by  which 
resources  are  classified  for  accounting  and  reporting  purposes 
into  funds  established  according  to  their  nature  and  purpose 
as  described  in  the  trust  indentures.  The  operations  of  each 
fund  are  accounted  for  by  providing  a  separate  set  of  self- 
balancing  accounts  which  are  comprised  of  each  fund's  assets, 
liabilities,  fund  balance,  revenue  and  expense.  The  Board's 
funds  are  classified  as  proprietary  funds,  that  is,  funds  that 
are  financed  and  operated  in  a  manner  similar  to  private 
business  enterprises,  where  the  intent  of  the  Board  is  that 
the  expenses  of  meeting  its  organizational  purpose  be  financed 
or  recovered  primarily  through  user  charges  and  investment 
earnings,  and  the  periodic  determination  of  revenue  earned  and 
expense  incurred  as  appropriate  for  capital  maintenance, 
public  policy,  management  control,  accountability  and  other 
purposes.  Reserved  fund  balances  represent  bond  program  funds 
that  must  be  used  for  program  purposes  as  prescribed  by 
individual  program  indentures.  Designated  fund  balances 
represent  funds  that  are  reserved  to  enhance  bondholder 
security  and  provide  for  continuing  operations  as  prescribed 
by  the  Montana  Board  of  Housing.  The  following  is  a  descrip- 
tion of  the  Board's  individual  funds: 

SINGLE  FAMILY  I  MORTGAGE  PROGRAM  FUNDS; 

These  funds,  established  under  a  trust  indenture  adopted  March 
10,  1977,  and  amended  July  28,  1977,  June  13,  1978,  June  1, 
1987,  September  1,  1987  and  April  1,  1988,  are  prescribed  for 
accounting  for  the  proceeds  from  the  sale  of  Single  Family 
Mortgage  Bonds  and  the  debt  service  requirements  of  the  bond 
indebtedness.   Activities  of  these  funds  are,  in  general, 
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MONTANA  BOARD  OF  HOUSING 
NOTES  TO  FINANCIAL  STATEMENTS  (Continued) 
June  30,  1988 


1.   SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES  (Continued) 

Fund  Accounting  (Continued) : 

restricted  to  the  purchase  of  eligible  single  family  mortgage 
loans.  The  mortgage  loans  must  be  insured  by  the  Federal 
Housing  Administration  or  guaranteed  by  the  Veterans  Adminis- 
tration. 

SINGLE  FAMILY  II  MORTGAGE  PROGRAM  FUNDS; 

These  funds,  established  under  a  trust  indenture  adopted 
August  16,  1979,  and  amended  April  20,  1980,  April  6,  1982, 
February  10,  1983,  April  8,  1983,  November  4,  1983,  August  24, 
1984,  August  1,  1985,  November  1,  1985,  and  December  6,  1985 
are  prescribed  for  accounting  for  the  proceeds  from  the  sale 
of  Single  Family  Mortgage  Bonds  and  the  debt  service  require- 
ments of  the  bond  indebtedness.  Activities  of  these  funds 
are,  in  general,  restricted  to  the  purchase  of  eligible  single 
family  mortgage  loans.  The  mortgage  loans  must  be  insured  by 
the  Federal  Housing  Administration  or  guaranteed  by  the 
Veterans  Administration. 

MULTIFAMILY  MORTGAGE  PROGRAM  FUNDS; 

These  funds,  established  under  a  trust  indenture  adopted 
February  23,  1978  and  amended  June  26,  1979  and  May  27,  1982, 
are  prescribed  for  accounting  for  the  proceeds  from  the  sale 
of  Multifamily  Mortgage  Bonds,  the  debt  service  requirements 
of  the  bond  indebtedness,  and  for  the  construction  and 
permanent  mortgage  loans  on  multifamily  developments  being 
financed  from  the  bond  proceeds.  The  mortgage  loans  must  be 
insured  by  the  Federal  Housing  Administration. 

BONDHOLDER  RESERVE  FUNDS; 

The  bondholder  reserve  funds  are  designated  funds  transferred 
from  the  financial  program  funds  and,  established  as  a 
separate  fund  by  a  resolution  of  the  Montana  Board  of  Housing, 
adopted  June  11,  1987.  The  bondholder  reserve  fund  was 
created  in  order  to  provide  for  enhanced  bondholder  security. 
Uses  are  restricted  to  Single  Family  I  Program  purposes  or 
other  uses  as  determined  by  the  Montana  Board  of  Housing. 

FINANCIAL  PROGRAM  FUNDS; 

The  financial  program  funds  are  designated  funds  established 
by  a  resolution  of  the  Montana  Board  of  Housing  adopted  August 
14,  1981.  The  financial  program  funds  are  restricted  to 
program  purposes  as  determined  by  the  Montana  Board  of  Housing 
and  the  funds  collateralize  general  obligations  of  the  Board. 
The  financial  program  funds  are  generally  used  for  general  and 
administrative  operating  expenses  of  the  Board's  programs. 
These  general  and  administrative  operating  expenses  are  then 
allocated  to  the  specific  program  funds  based  upon  direct 
expenses.  The  indirect  expenses  are  allocated  based  upon  the 
relationship  that  direct  expenses  bear  to  total  direct 
expenses.  -11- 


MONTANA  BOARD  OF  HOUSING 
NOTES  TO  FINANCIAL  STATEMENTS  (Continued) 
June  30,  1988 


1.   SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES  (Continued) 

Fund  Accounting  (Continued) : 

MEMORANDUM  ONLY  COMBINED  TOTALS; 

The  "Memorandum  Only  Combined  Totals"  columns  contain  the 
totals  of  the  similar  accounts  of  all  funds  of  the  Board. 
Since  the  assets  of  certain  funds  are  restricted  by  trust 
indentures,  the  totals  are  for  convenience  only  and  do  not 
indicate  that  the  combined  assets  are  available  in  any  manner 
other  than  provided  for  in  the  trust  indentures  or  as  desig- 
nated by  Board  resolutions.  ;  The  totals  for  1987  are  for 
comparative  purposes  only. 

Cash  and  Investments: 

The  Board's  bond  trust  indentures  restrict  investment  obliga- 
tions to  any  of  the  following,   which  at  the  time  are  legal 
investments  for  fiduciaries  under  the  laws  of  the  State  of 
Montana : 

U.S.  Treasury,  U.  S.  agencies,  direct  obligations  of  the 
State  or  any  political  subdivision  of  the  State  rated  in 
either  of  its  two  highest  rating  categories  by  a  nationally 
recognized  bond  rating  agency,  public  bonds  and  notes  fully 
secured  as  to  payment  of  principal  and  interest  by  a 
payment  agreement  with  the  United  States  of  America, 
repurchase  agreements  with  U.S.  Treasury  or  U.S.  agency 
obligations  as  the  underlying  securities,  and  certificates 
of  deposit  with  Federal  Reserve  System  member  banks  or  any 
Federal  Savings  and  Loan  Insurance  Corporation  member 
savings  and  loan  association  with  U.S.  Treasury  or  U.S. 
agency  obligations  as  collateral  to  the  extent  not  insured. 

Investments,  which  are  generally  intended  to  be  held  to  matur- 
ity, are  reported  at  amortized  cost.  Investment  premiums  or 
discounts  of  $1,000  or  more  are  amortized  using  the  straight- 
line  method. 

Mortgage  Loans  Receivable: 

Permanent  mortgage  loans  receivable  are  carried  at  their 
uncollected  principal  balances,  adjusted  for  unamortized 
mortgage  discounts.  Mortgage  discounts  are  amortized  over  the 
remaining  life  of  the  mortgage  loans  and  accreted  to  interest 
income  on  mortgages. 

Foreclosed  property  represents  the  uncollected  principal 
balance  of  foreclosed  loans,  net  of  insurance/guaranty  pay- 
ments applied  to  the  principal  and  real  property  conveyed  to 
the  Board  as  part  of  the  insurance/guaranty  settlement. 
Foreclosed  property,  net  of  insurance/ guaranty  payments,  is 
included  in  mortgage  loans  receivable. 

The  Board  uses  the  direct  write  off  method  for  uncollectible 
mortgage  loans  receivable  balances  and  uncollectible  interest 
receivables. 
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MONTANA  BOARD  OF  HOUSING 
NOTES  TO  FINANCIAL  STATEMENTS  (Continued) 
June  30,  1988 


SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES  (Continued) 
Interest  Receivable  -  Mortgage  Loans  and  Foreclosed  Property: 

Interest  is  accrued  based  upon  the  amount  of  outstanding 
mortgage  loan  principal.  Not  more  than  six  (6)  months  inter- 
est is  accrued  or  recognized  as  income  on  loans  in  arrears  or 
under  some  phase  of  liquidation. 

Interest  accrues  on  foreclosed  property  from  the  last  interest 
"paid  to"  date  to  the  date  of  the  first  insurance/guaranty 
proceeds  check.  Interest  receivable  is  carried  net  of 
insurance/guaranty  proceeds  collected  and  applied  to  interest 
receivable. 

Servicer  Fees: 

The  Board  incurs  mortgage  loan  service  fees  with  participating 
loan  servicers.  The  service  fees  are  based  upon  individual 
outstanding  monthly  mortgage  loan  principal  balances,  and  paid 
only  when  the  mortgagor's  full  monthly  payment  is  collected. 

Fixed  Assets: 

Fixed  assets  are  recorded  at  cost  and  depreciation  is  computed 
using  the  straight-line  basis  over  estimated  useful  lives  of  3 
to  10  years.  The  majority  of  the  fixed  assets  consists  of 
computers  and  software. 

Fee  Income : 

Fees  collected  as  reimbursement  for  costs  incurred  in  develop- 
ing and  implementing  the  programs  of  the  Board  and  for  other 
specific  services  are  recorded  as  income  in  the  period  receiv- 
ed. Reservation  fees  collected  in  connection  with  single 
family  mortgages  are  recorded  as  income  in  the  period  receiv- 
ed. Commitment  fees  collected  in  connection  with  multifamily 
mortgages  are  deferred  until  the  end  of  the  respective  con- 
struction period. 

Amortization  of  Bond  Premiums  and  Discounts: 

Bond  premiums  and  discounts  are  being  amortized  or  accreted  to 
interest  expense,  using  the  interest  method,  over  the  life  of 
the  bonds  to  which  they  relate. 

Accretion  of  Capital  Appreciation  Bonds  (CAB) : 

CABs  are  reported  at  accreted  value  using  the  compounded  value 
as  set  forth  in  the  supplemental  trust  indenture,  over  the 
life  of  the  bonds.  The  accreted  amount  is  reported  as  inter- 
est expense  on  bonds. 

Accretion  of   Postponed  Revenue  on  Future   Income  Tax  Exempt 

Securities  Bonds  (PROFITS) : 

PROFIT  bonds  are  reported  at  accreted  value  using  the  com- 
pounded value  until  the  bonds  reach  face  value  at  which  time 
they  convert  to  coupon  bonds  as  set  forth  in  the  supplemental 
trust  indenture.  The  accreted  amount  is  reported  as  interest 
expense  on  bonds. 

Amortization  of  Bond  Issuance  Cost: 

Bond  issuance  cost,  including  underwriter  discounts,  are  being 
amortized  using  the  bonds  outstanding  method  over  the  life  of 
the  bonds. 
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MONTANA  BOARD  OF  HOUSING 
NOTES  TO  FINANCIAL  STATEMENTS  (Continued) 
June  30,  1988 


SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES  (Continued) 

Bonds  Payable  -  Net: 

Bonds  payable  are  reported  at  net  of  unpaid  principal  out- 
standing, adjusted  for  unamortized  bond  premiums,  discounts 
and  issuance  cost. 


had  deposits  of  $3,733,606  of  which 

FDIC.   Trustees  and  co-trustees  held 

The  following  discloses  the  deposits 


CASH  AND  INVESTMENTS 

At  June  30,  1988,  the  Board 
$2,968,533  were  insured  by 
collateral  for  the  balance, 
within  funds: 

FUND 

Single  Family  I  Program  Funds 
Single  Family  II  Program  Funds 
Multifamily  Program  Funds 
Bondholder  Reserve  Program  Funds 
Financial  Program  Funds 

Totals 

The  Board's  investments  at  June  30,  1988,  consisted  of  uninsured 
and  unregistered  investments  which  were  held  by  the  trustees  in 
the  Board's  name  as  follows: 

Carrying 
Amount 
U.S.  Treasury  $  79,589,548 

U.S.  Agency  64.918.642 

Total  investments  $144. 508. 190 


FDIC 

TOTAL 

INSURED 
$   700,945 

COLL 
$ 

ATERALIZED 

$   700,945 

. 

2,352,288 

2,246,072 

106,216 

679.072 

20,215 

658,857 

450 

450 

- 

851 

851 
$2,968,533 

. 

$3,733,606 

$ 

765.073 

Market 
Value 
$  85,428,775 
64.759.223 

$150.187.998 


In  addition  to  the  above  cash  and  investments,  the  Board  had 
$479,267  cash  on  hand,  representing  U.S.  Treasury  checks  in 
transit  to  a  trustee,  and  $55,628  on  deposit  with  the  State 
Treasurer  in  the  Financial  Program  Funds. 

Portions  of  cash  and  investments  are  restricted  to  uses  specified 

as 


by  applicable  bond   indentures, 
follows: 


Debt  service  reserve 
Mortgage  reserve 

Totals 


Debt  service  reserve 
Mortgage  reserve 

Totals 


Amounts   are  restricted 


June  30.  1988 


Single  Family  Single  Family   Multifamily 


I  Mortgage 
Program  Funds 
$    9,442,600 
1.181.580 


II  Mortgage 

Program  Funds 

$   49,998,278 

3.837.962 


Mortgage 
Program  Funds 
$    1,150,000 
275.840 


$   10.624.180   $   53.836.240   $    1.425.840 
June  30.  1987  (Memorandum  Only) 


Single  Family 

I  Mortgage 
Program  Funds 
$    7,540,000 
810.100 


Single  Family 

II  Mortgage 

Program  Funds 

$   50,263,697 

4.264.686 


Multifamily 

Mortgage 

Program  Funds 

$    1,150,000 

275.840 


8.350.100   $   54.528.383   $    1.425.840 
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MONTANA  BOARD  OF  HOUSING 
NOTES  TO  FINANCIAL  STATEMENTS  (Continued) 
June  30,  1988 


MORTGAGE  LOANS  RECEIVABLE 

Mortgage  loans  receivable  consist  of  the  following: 

1987 
(Memorandum 
1988  Only) 

Single  Family  I  Program: 

Mortgage  loans  receivable  with   fixed 

payments  of  principal   and   interest 

ranging   from    6.875%    to    9.125%, 

original  terms  ranging  from  25  -  3  0 

years,  FHA  insured  or  V.A.  guaranteed.  $  80,420,826   $  46,393,554 

Unamortized  mortgage  discounts  (375,689) 

Foreclosed  property  -  net  :::_  25.  036 

$  80.045.137   $  46.418.590 

Single  Family  II  Program: 

Mortgage  loans  receivable  with  fixed 
payments  of  principal  and  interest 
ranging  from  7.75%  to  12.5%,  original 
terms  ranging  from  25-30  years,  FHA 
insured  or  V.A.  guaranteed.  $353,354,448   $391,606,520 

Unamortized  mortgage  discounts  (4,473,657)    (5,117,909) 

Foreclosed  property  -  net  747  .802  295.  Ill 

$349.628.593   $386.783.722 

Multifamily  Program: 

Mortgage  loans  receivable  with  fixed 
payments  of  principal  and  interest 
ranging  from  7%  to  12%, 40  year  terms, 
FHA  insured.  $  13,482,670   $  13,573,677 

Unamortized  mortgage  discounts         (80,  382)  (80.  527) 

13.402.288     13.493.150 
Memorandum  only  combined  totals      $443 .076.018   $446.695.462 
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MONTANA  BOARD  OF  HOUSING 
NOTES  TO  FINANCIAL  STATEMENTS  (Continued) 
June  30,  1988 


BONDS  PAYABLE  -  NET 

Bonds  payable  -  net  consists  of  the  following: 

Single  Family  I  Mortgage  Bonds: 

1977  Series  A,  4.5%  to  8%  interest,  maturing  in  scheduled 
annual  installments  from  October  1,  1980  to  October  1, 
1992  and  on  October  1,  2  008,  subject  to  mandatory  sinking 
fund  requirements  of  scheduled  amounts  commencing  in  1993 
and  to  optional  redemption  after  various  dates  at  prices 
ranging  from  100  to  103. 

1977  Series  B,  4.15%  to  8%  interest,  maturing  in  scheduled 
annual  installments  from  October  1,  1980  to  October  1, 
1992  and  on  October  1,  2008,  subject  to  mandatory  sinking 
fund  requirements  of  scheduled  amounts  commencing  in  1993 
and  to  optional  redemption  after  various  dates  at  prices 
ranging  from  100  to  103. 

1978  Series  A,  5.05%  to  8%  interest,  maturing  in  scheduled 
annual  installments  from  October  1,  1980  to  October  1, 
1997  and  on  October  1,  2003  and  October  1,  2009,  subject 
to  mandatory  sinking  fund  requirements  of  scheduled 
amounts  commencing  in  1998  and  to  optional  redemption 
after  various  dates  at  prices  ranging  from  100  to  103. 

1987  Series  A,  5.3%  to  8.625%  interest,  maturing  in  scheduled 
annual  installments  from  April  1,  1988  to  April  1,  2000 
and  on  April  1,  2018,  subject  to  mandatory  sinking  fund 
requirements  of  scheduled  amounts  commencing  in  2001,  to 
optional  redemption  after  various  dates  at  prices  ranging 
from  100  to  102  and  special  optional  redemption. 

1987  Series  B-1  and  B-2,  serial  and  term  bonds,  6.25%  to  9% 
interest,  maturing  in  scheduled  annual  installments  from 
April  1,  1989  to  April  1,  2002  and  on  April  1,  2007, 
April  1,  2014,  April  1,  2029,  subject  to  mandatory 
sinking  fund  requirements  of  scheduled  amounts  commencing 
in  2003,  to  optional  redemption  after  various  dates  at 
prices  ranging  from  100.  to  102  and  special  optional 
redemptions. 

1988  Series  A-1  and  A-2  serial,  term  and  Postponed  Revenue  on 
Future  Income  Tax  Exempt  Securities  (PROFITS),  5.4%  to 
8.5%  interest,  maturing  in  scheduled  annual  installments 
from  April  1,  1990  to  April  1,  2003  and  on  April  1,  2012, 
April  1,  2027,  April  1,  2019,  subject  to  mandatory 
sinking  fund  requirements  of  scheduled  amounts  commencing 
in  2004,  to  optional  redemption  after  various  dates  at 
prices  ranging  from  100  to  102  and  special  optional 
redemptions.   PROFITS  are  reported  at  an  accreted  value. 
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June  30 

1987 
Original  (Memorandum 

Amount  1988  Only) 


$  21,470,000  $  14,685,000  $  15,475,000 


35,060,000  24,445,000  25,735,000 


13,600,000  9,735,000  10,210,000 


20,000,000  19,720,000  20,000,000 


20,000,000  20,000,000 


19,998,793  20,015,959 
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MONTANA  BOARD  OF  HOUSING 
NOTES  TO  FINANCIAL  STATEMENTS  (Continued) 
June  30,  1988 


4.   BONDS  PAYABLE  -  NET  (Continued) 

Single  Family  I  Mortgage  Bonds  (Continued) : 
Total  bonds  outstanding 

Unamortized  bond  discount  and  issuance  cost 
Total  bonds  payable  -  net 

Single  Family  II  Mortgage  Bonds:  . 

1979  Series  A,  5.1%  to  6.6%  interest,  maturing  in  scheduled 
annual  installments  from  June  1,  1981  to  June  1,  1997, 
and  on  June  1,  2000  and  June  1,  2011,  subject  to  manda- 
tory sinking  fund  requirements  of  scheduled  amounts 
commencing  in  1998  and  to  optional  redemption  after 
various  dates  at  prices  ranging  from  100  to  102 1 . 

1980  Series  A,  7.7%  to  9%  interest,  maturing  in  scheduled 
annual  installments  from  June  1,  1982  to  June  1,  2000, 
and  on  June  1,  2012,  subject  to  mandatory  sinking  fund 
requirements  of  scheduled  amounts  commencing  in  2001  and 
to  optional  redemption  after  various  dates  at  prices 
ranging  from  100  to  103. 

1982  Series  A,  8.5%  to  13.5%  interest,  maturing  in  scheduled 
annual  installments  from  June  1,  1984  to  June  1,  1996, 
and  on  June  1,  2002  and  2008,  subject  to  mandatory 
sinking  fund  requirements  of  scheduled  amounts  commencing 
in  1997  and  to  optional  redemption  after  various  dates  at 
prices  ranging  from  100  to  103. 

1983  Series  A,  5.25%  to  9.875%  interest,  maturing  in  scheduled 
annual  installments  from  June  1,  1984  to  June  1,  1998, 
and  on  June  1,  2003  and  2  009,  subject  to  mandatory 
sinking  fund  requirements  of  scheduled  amounts  commencing 
in  1999  and  to  optional  redemption  after  various  dates  at 
prices  ranging  from  100  to  103. 

1983  Series  B,  8%  to  9.625%  interest,  maturing  in  scheduled 
annual  installments  from  June  1,  1991  to  June  1,  1996, 
and  on  June  1,  2003  and  2009,  subject  to  mandatory 
sinking  fund  requirements  of  scheduled  amounts  commencing 
in  1997  and  to  optional  redemption  after  various  dates  at 
prices  ranging  from  100  to  103. 
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June  3  0 


1987 
Original  (Memorandum 

Amount  1988  Only) 

$108,600,959  $  71,420,000 

(2.169.531)  fl. 357. 248) 

$106.431.428  $  70.062.752 


$100,000,000  $  79,370,000  $  83,645,000 


50,000,000  39,195,000  41,105,000 


55,000,000  10,915,000  13,200,000 


30,000,000  22,670,000  24,200,000 


55,000,000  45,785,000  49,195,000 
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MONTANA  BOARD  OF  HOUSING 
NOTES  TO  FINANCIAL  STATEMENTS  (Continued) 
June  30,  1988 


BONDS  PAYABLE  -  NET  (Continued) 

Single  Family  II  Mortgage  Bonds  (Continued) : 

1983  Series  C,  serial,  term  and  Capital  Appreciation  Bonds 
(CAB)  5.75%  to  10.7%  interest,  subject  to  mandatory 
sinking  fund  requirements  of  scheduled  amounts  commencing 
in  1997  and  to  optional  redemption  after  various  dates  at 
prices  ranging  from  100  to  103 .  Serial  and  term  bonds 
mature  in  scheduled  semi-annual  installments  from  June  1, 
1984  to  December  1,  2002.  CABs  are  reported  at  an 
accreted  value,  and  are  scheduled  for  redemption,  in 
part,  in  semi-annual  installments  commencing  June  1,  2003 
to  June  1,  2010. 

1984  Series  A,  serial,  term  and  CABs,  7%  to  10.375%  interest, 
subject  to  mandatory  sinking  fund  requirements  of  sche- 
duled amounts  commencing  in  1999  and  to  optional  redemp- 
tion after  various  dates  at  prices  ranging  from  100  to 
103 .  Serial  and  term  bonds  mature  in  scheduled  annual 
installments  from  June  1,  1986  to  June  1,  2004.  CAB 
are  reported  at  an  accreted  value,  and  are  scheduled  for 
redemption,  in  part,  in  annual  installments  commencing 
June  1,  2005  to  June  1,  2010. 

1985  Series  A,  serial,  term,  CAB  and  Postponed  Revenue  on 
Future  Income  Tax  -  Exempt  Securities  (PROFITS)  5.5%  to 
9.75%  interest,  subject  to  mandatory  sinking  fund  re- 
quirements of  scheduled  amounts  commencing  in  1999  and  to 
optional  redemption  after  various  dates  at  prices  ranging 
from  100  to  102.  Serial  and  term  bonds  mature  in  sche- 
duled semi-annual  installments  from  December  1,  1986  to 
December  1,  1998,  June  1,  2005  to  June  1,  2010,  and 
December  1,  2013  to  June  1,  2  015.  CABs  are  reported  at 
accreted  value,  and  scheduled  for  redemption,  in  part,  in 
semi-annual  installments  commencing  June  1,  1999  to 
December  1,  2004  and  December  1,  2015  to  June  1,  2016. 
PROFITS  are  reported  at  accreted  value,  and  begin  to  pay 
interest  semi-annually,  scheduled  for  redemption,  in 
part,  in  semi-annual  installments  commencing  December  1, 
2010  to  June  1,  2013. 

1985  Series  B,  serial,  term,  CAB  and  Postponed  Revenue  on 
Future  Income  Tax  -  Exempt  Securities  (PROFITS)  5.7%  to 
9.75%  interest,  subject  to  mandatory  sinking  fund  re- 
quirements of  scheduled  amounts  commencing  in  2003  and  to 
optional  redemption  after  various  dates  at  prices  ranging 
from  100  to  102 .  Serial  and  term  bonds  mature  in  sche- 
duled semi-annual  installments  from  June  1,  1987  to 
December  1,  1995,  June  1,  2003  to  June  1,  2011,  and  June 
1,  2014  to  June  1,  2017.  CAB  bonds  are  reported  at 
accreted  value,  and  scheduled  for  redemption,  in  part,  in 
semi-annual  installments  commencing  June  1,  1996  to 
December  1,  2  002.  PROFITS  are  reported  at  accreted 
value,  and  begin  to  pay  interest  semi-annually  on  June  1, 
1997  and  are  subject  to  mandatory  redemption  commencing 
December  1,  2  011  to  December  1,  2013. 
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'  June  30 

1987 
Original  (Memorandum 

Amount  1988  Only) 


$114,998,229  $  88,949,051  $103,092,381 


75,002,290  65,741,856  69,879,298 


39,999,625  37,665,877  39,327,793 


74,996,862  39,750,761  41,565,310 
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MONTANA  BOARD  OF  HOUSING 
NOTES  TO  FINANCIAL  STATEMENTS  (Continued) 
June  30,  1988 


BONDS  PAYABLE  -  NET  (Continued) 

Single  Family  II  Mortgage  Bonds  (Continued) : 
Total  bonds  outstanding 

Unamortized  bond  discounts  and  issuance  costs 
Total  bonds  payable  -  net 

Multifamily  Mortgage  Bonds: 

1978  Series  A,  6.125%,  interest,  maturing  August  1,  2019, 
subject  to  mandatory  sinking  fund  requirements  of  sche- 
duled amounts  commencing  in  1980  and  to  optional  redemp- 
tion after  various  dates  at  prices  ranging  from  103  to 
105. 

1979  Series  A,  5.4%  to  6.875%  interest,  maturing  in  scheduled 
annual  installments  from  August  1,  1980  to  August  1,  1999 
and  on  August  1,  2021,  subject  to  mandatory  sinking  fund 
requirements  of  scheduled  amounts  commencing  in  2000  and 
to  optional  redemption  after  various  dates  at  prices 
ranging  from  100  to  103. 

1982  Series  A.  12.75%  interest,  maturing  August  1,  2023, 
subject  to  mandatory  sinking  fund  requirements  of  sche- 
duled amounts  commencing  in  1986  and  to  optional  redemp- 
tion after  various  dates  at  prices  ranging  from  100  to 
103. 

Total  Bonds  outstanding 

Unamortized  bond  premiums 

Unamortized  bond  discounts  and  issuance  costs 

Total  bonds  payable  -  net 

Memorandum  only  combined  total  bonds  payable  -  net: 

The  following  is  a  summary  of  bond  principal  requirements  as  of 
June  30,  1988: 

Years  ending  June  30 

1989 
1990 
1991 
1992 
1993 
Subsequent  years 

Totals 
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June  3  0 


Original 
Amount 


1988 


$430,042,545 
(7.883.952^ 
$422.158.593 


1987 
(Memorandum 
Only) 

$465,209,782 

(9.192.574^ 
$456.017.208 


$   4,865,000 


$   4,640,000 


$   4,675,000 


8,660,000 


8,200,000 


8,265,000 


1,945,000 


1.935.000 

14,775,000 
69,239 
(389.821^ 

$  14.454.418 

$543.044.439 


1.940.000 

14,880,000 
71,454 
r406.123^ 

$  14.545.331 

$540.625.291 


Single  Family 

I  Mortgage 

Program  Funds 

$   2,950,000 

2,875,000 

2,940,000 

3,005,000 

2,870,000 

93.960.959 

$108.600.959 


Single  Family 

II  Mortgage 

Program  Funds 

$   14,815,000 

14,665,000 

15,640,000 

15,075,000 

16,240,000 

353.607.545 

$  430.042.545 


Multifamily 

Mortgage 

Program  Funds 

$      115,000 

120,000 

125,000 

130,000 

140,000 

14.145.000 

$   14.775.000 


-23- 


MONTANA  BOARD  OF  HOUSING 
NOTES  TO  FINANCIAL  STATEMENTS  (Continued) 
June  30,  1988 


EXTRAORDINARY  ITEM 

During  year  ended  June  30,  1988,  the  Board  redeemed  Single  Family 

II  mortgage  bonds  prior  to  scheduled  maturity  as  follows: 

Date Amount 

October  1,  1987  $10,460,000 

December  1,  1987  3,205,000 

June  1,  1988  10.585.000 

Total  $24.250.000 


All  such  bonds  were  redeemed  at  par  or  100%  of  their  compounded 
value  to  the  date  of  redemption.  Unamortized  discounts  and  cost 
of  issuance  associated  with  the  bonds  redeemed  were  expensed  at 
time  of  redemption  and  are  reported  as  an  extraordinary  item  in 
the  financial  statements. 

6 .  COMMITMENTS 

The  Board  leases  office  space  at  $2,225  per  month.  The  term  of 
the  lease  is  July  1,  1987  through  June  30,  1989.  Minimum  future 
lease  commitments  as  of  June  30,  1988  are  as  follows: 

Year  ended  June  30,  1989  $26,700 

In  November  1986,  the  Board  passed  a  resolution  directing  staff 
to  utilize  Single  Family  II  mortgage  prepayments  to  call 
outstanding  bonds.  It  is  anticipated  that  future  calls  will  be 
made  on  a  recurring  basis. 

The  Board  had  committed  to  acquire  or  had  reserved  funds  to 
purchase  single  family  mortgages  as  of  June  30,  1988  of 
$15,024,459. 

7.  BAD  DEBTS 

The  Board  wrote  off  uncollectible  mortgage  loan  interest  and 
principal  in  the  amount  of  $13,780  for  Single  Family  I  program 
funds  and  $447,995  for  Single  Family  II  program  funds  for  the 
year  ended  June  30,  1988. 

8.  RECLASSIFICATION  OF  FINANCIAL  STATEMENTS 

Certain  items  in  the  June  30,  1987  combined  total  column,  shown 
for  comparative  purposes  only,  have  been  reclassified  for 
comparative  purposes  with  the  1988  combined  total  column.  The 
reclassifications  have  no  effect  on  the  total  1987  fund  balances. 


-24- 


MONTANA  BOARD  OF  HOUSING 
NOTES  TO  FINANCIAL  STATEMENTS  (Continued) 
June  30,  1988 


9.  ADMINISTRATIVE  EXPENSE 

The  Board  incurred  administrative  expense  with  the  Department  of 
Commerce  of  $24,801  for  the  year  ended  June  30,  1988. 

10.  RETIREMENT  PLAN 

The  Board  and  its  employees  make  contributions  to  the  Montana 
Public  Employees  Retirement  System  (PERS)  defined  benefit  plan. 
The  Board  is  required  to  contribute  for  full  time  employees  at 
the  rate  of  6.417%  of  annual  compensation  under  State  statute. 
Employees  are  required  to  contribute  6%  of  annual  compensation. 
Part-time  employees  have  an  option  to  belong  to  the  retirement 
plan,  depending  upon  hours  worked.  The  total  number  of  Board 
employees  covered  during  the  year  ended  June  30,  1988  was  12. 
The  total  payroll  for  these  employees  was  $253,888  in  1988.  The 
Board's  contributions  were  $16,312  and  $18,940  for  the  years 
ended  June  30,  1988  and  1987.  The  Board  is  unable  to  determine 
the  actuarial  present  value  of  credited  projected  benefits  and 
net  assets  available  for  benefits  since  the  information  is 
available  only  on  a  total  State  basis,  not  agency  basis. 

11.  INTEREST  EXPENSE 

Interest  on  bonds  is  comprised  of  the  following: 

Single  Family  Single  Family   Multifamily 

I  Mortgage    II  Mortgage      Mortgage 
Program  Funds   Program  Funds   Program  Funds 


Interest  incurred 
Amortization  of  bond 
discounts  and 
premiums  and 
accretion  of  CABs 
and  PROFIT  bonds 
-  net 

Totals 


5,730,321   $   36,872,625   $    1,086,636 


20.077 


3.265.798 


fl.626) 


5.750.398   $   40.138.423   $    1.085.010 


Amortization  of  bond  discount   in  the  amount   of  $16,564  was  ex- 
pensed as  an  extraordinary  item  and  is  not  in  the  totals  above. 

12.  CONDUIT  FINANCING 


Under  an  Indenture  of  Trust  dated  October  1,  1985,  the  Board  issued 
its  "Montana  Board  of  Housing  Multifamily  Housing  Revenue  Bonds 
(Cowdrey  Project)"  in  the  principal  amount  of  $800,000.  In  this 
transaction,  the  Board  acted  only  as  a  conduit  and  the  bonds  are 
not  general  obligations  of  the  Board,  but  are  payable  solely  from 
project  funds  held  thereunder.  As  these  bonds  are  not  an 
obligation  of  the  Board,  they  are  not  reflected  in  the  accompanying 
financial  statements. 
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APPENDIX  C 


MORTGAGE  INSURANCE  AND  GUARANTEES 


The  following  description  of  certain  mortgage  insurance  and 
guaranty  programs  is  only  a  brief  outline  and  does  not  purport  to 
summarize  or  describe  all  of  the  provisions  of  these  programs.  For  a 
more  complete  description  of  the  terms  of  these  programs,  reference  is 
made  to  the  provisions  of  the  insurance  and  guaranty  contracts  embodied 
in  the  regulations  of  the  Federal  Housing  Administration  ("FHA")  and 
the  Veterans  Administration  (the  "VA") ,  respectively. 

Federal  Housing  Administration  Mortgage  Insurance  Programs 

The  National  Housing  Act  of  1934,  as  amended,  authorizes  various 
FHA  mortgage  insurance  programs,  which  differ  in  some  respects  de- 
pending primarily  upon  whether  the  mortgaged  premises  contain  five  or 
more  dwelling  units  or  less  than  five  units.  The  FHA  imposes  loan-to- 
value  ratio  limitations  and  other  requirements  on  the  single  family 
mortgage  loans  it  insures.  Under  the  Section  203(b)  program,  which  is 
the  most  widely  used  FHA  insurance  program,  FHA  insures  mortgage  loans 
of  up  to  30  years  duration  for  the  purchase  of  one-to-four  family 
dwelling  units.  Loans  insured  under  the  Section  203(b)  program  which 
exceed  $50,000  may  not  exceed  97%  of  the  first  $25,000  of  the 
property's  appraised  value  and  95%  of  the  balance  thereafter,  up  to  a 
$75,500  maximum,  for  a  one  family  residence,  as  established  by  the 
United  States  Department  of  Housing  and  Urban  Development  ("HUD") . 
Loans  insured  under  the  Section  203(b)  program  which  do  not  exceed 
$50,000  may  not  exceed  97%  of  the  appraised  value  of  the  property  for 
a  one  family  residence. 

The  regulations  governing  all  of  the  FHA  programs  under  which  the 
Board's  mortgage  loans  may  be  insured  provide  that  insurance  benefits 
are  payable  either  upon  foreclosure,  or  other  acquisition,  and 
conveyance  of  the  mortgaged  premises  to  HUD  or  upon  assignment  of  the 
defaulted  mortgage  loan  to  HUD.  Assignment  is  allowed  only  with  HUD 
approval.  With  respect  to  the  assignment  of  mortgaged  premises 
containing  less  than  five  dwelling  units  to  HUD,  mortgagees  must  first 
make  a  determination  as  to  whether  or  not  the  default  is  caused  by  a 
circumstance  or  set  of  circumstances  beyond  the  mortgagor's  control, 
which  temporarily  renders  the  family  financially  unable  to  cure  the 
delinquency  within  a  reasonable  time  or  make  full  mortgage  payments. 
If  a  deterTtiination  is  made  that  the  default  is  caused  by  such 
circumstances,  HUD  must  be  requested  to  accept  assignment  and  must 
reject  the  request  before  the  mortgagee  may  initiate  foreclosure 
proceedings.  The  FHA  insurance  that  may  be  provided  under  these 
programs  upon  conveyance  of  the  mortgaged  premises  to  HUD  is  equal  to 
100%  of  the  outstanding  principal  balance  of  the  mortgage  loan,  plus 
interest,  as  explained  below,  and  certain  additional  costs  and 
expenses . 


C-1 


The  Housing  Act  gives  discretionary  authority  to  the  Secretary  of 
HUD  to  settle  claims  for  insurance  benefits  under  mortgages  insured 
under  Section  203(b)  either  in  cash  or  debentures.  Presently,  the 
Federal  Housing  Commissioner  (the  "Commissioner")  is  paying  claims 
under  Section  203(b)  in  cash  and  has  not  paid  claims  in  debentures 
since  1965.  The  current  regulations  for  Section  203(b),  however, 
preserve  the  settlement  option  in  favor  of  the  Commissioner. 

When  entitlement  to  insurance  benefits  results  from  foreclosure 
(or  other  acquisition  of  possession)  and  conveyance,  the  insurance 
payment  is  computed  as  of  the  date  of  default  by  the  mortgagor,  which, 
under  HUD  regulations,  will  occur  not  less  than  60  days  after  due  date 
of  a  mortgage  payment,  and  the  mortgage  holder  generally  is  not 
compensated  for  mortgage  interest  accrued  and  unpaid  prior  to  that 
date.  Under  such  circumstances,  the  amount  of  insurance  benefits 
generally  paid  by  FHA  is  equal  to  the  unpaid  principal  amount  of  the 
mortgage  loan,  adjusted  to  reimburse  the  mortgagee  for  such  costs  and 
attorney's  fees  as  the  Commissioner  finds  were  properly  incurred  in 
connection  with  the  defaulted  mortgage  and  its  assignment  to  the 
Commissioner  and  to  deduct  certain  amounts  received  or  retained  by  the 
mortgagee  after  default.  When  entitlement  to  insurance  benefits 
results  from  assignment  of  the  mortgage  loan  to  HUD,  the  insurance 
payment  is  computed  as  of  the  date  of  the  assignment  and  includes  full 
compensation  for  mortgage  interest  accrued  and  unpaid  to  the  assignment 
date.  The  regulations  under  all  insurance  programs  described  above 
provide  that  the  insurance  payment,  when  paid  in  cash,  shall  bear 
interest  from  the  date  of  default,  or,  where  applicable,  assignment  to 
the  date  of  payment  of  the  claim  at  the  same  interest  rate  as  the 
applicable  HUD  debenture  interest  rate  determined  in  the  manner  set 
forth  above. 

When  any  property  to  be  conveyed  to  HUD  or  subject  to  a  mortgage 
to  be  assigned  to  HUD  has  been  damaged  by  fire,  earthquake,  flood  or 
tornado,  it  is  required,  as  a  condition  to  payment  of  an  insurance 
claim,  that  such  property  be  repaired,  except  in  certain  circumstances, 
by  the  mortgage  holder  prior  to  such  conveyance  or  assignment. 

To  obtain  title  to  and  possession  of  the  property  upon  fore- 
closure, the  Board  will  pursue  its  rights  under  the  power  of  sale 
contained  in  the  mortgage  subject  to  the  constraints  imposed  by 
applicable  State  law  and  by  HUD.  The  HUD  constraints  require  that, 
absent  the  consent  of  the  mortgagor,  at  least  three  full  monthly 
installments  be  due  and  unpaid  under  the  mortgage  before  the  mortgagee 
may  initiate  any  action  leading  to  foreclosure  of  the  mortgage.  The 
regulations  also  require  a  face-to-face  conference  between  the 
mortgagee  and  the  mortgagor  in  an  effort  to  cure  the  delinquency 
without  foreclosure. 

Veterans  Administration  Guaranty  Program 

"•{■  .Zj   -i  ■'r»  -Ti  -if-r^    V 

The  VA  is  authorized  by  Chapter  37  of  Title  38  of  the  United 
States  Code  to  make  mortgage  loan  guarantees  for  the  purchase  by 
veterans  of  one-to-four  family  dwelling  units  at  interest  rates  not 
exceeding  the  maximum  interest  rate  set  by  the  VA  from  time  to  time. 

C-2 


This  program  has  no  mortgage  loan  amount  limitations,  requires  no  down 
payment  from  the  purchaser  and  permits  the  guaranty  of  mortgage  loans 
of  up  to  thirty  years  and  thirty- two  days  duration.  The  maximum 
guaranty  that  may  be  issued  by  the  VA  under  this  program  is  60%  of  the 
original  principal  amount  of  the  mortgage  loan  or  $27,500,  whichever 
is  less.  The  liability  on  the  guaranty  is  reduced  or  increased  pro 
rata  with  any  reduction  or  increase  in  the  outstanding  principal  amount 
of  the  mortgage  loan,  but  in  no  event  will  the  amount  payable  on  the 
guaranty  exceed  the  amount  of  the  original  guaranty.  Notwithstanding 
the  dollar  and  percentage  limitations  of  the  guaranty,  the  mortgagee 
will  ordinarily  suffer  a  monetary  loss  only  where  the  difference 
between  the  unsatisfied  indebtedness  and  the  proceeds  of  a  foreclosure 
sale  of  the  mortgaged  premises  is  greater  than  the  original  guaranty 
as  adjusted.  The  VA  may,  at  its  option,  and  without  regard  to  the 
guaranty,  make  full  payment  to  the  mortgagee  of  the  unsatisfied 
indebtedness  upon  assignment  of  the  mortgage  to  the  VA. 
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300  copies  of  this  public  document  were 
published  at  an  estimated  cost  of  $2.50  per 
copy,  for  a  total  cost  of  $750.00,  which  in- 
cludes $750.00  for  printing  and  $.00  for  distri- 
bution. 


